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LETTER  OF  TRANSMITTAL. 


United  States  Department  of  Agriculture, 

Bureau  of  Agricultural  Economics, 

Washington,  I).  O.,  July  18,  1922. 
Hon.  Henry  C.  Wallace, 

Secretary  of  Agriculture. 
Sir:  I  have  the  honor  to  transmit  herewith  a  draft  of  revised 
regulations  to  be  prescribed  by  the  Secretary  of  Agriculture  under 
the  United  States  cotton  futures  Act  of  August  11,  1916  (39  Stat- 
utes at  Large,  page  476),  as  amended  by  the  Act  of  March  4,  1919 
(40  Statutes  at  Large,  pages  1348,  1351).  Owing  to  numerous 
changes  which  have  been  made  from  time  to  time  in  the  original 
regulations,  it  is  recommended  that  they  be  revised  and  that  the 
regulations  herein  contained  be  prescribed  and  published  as  your 
regulations,  pursuant  to  the  authority  conferred  on  you,  to  be  in 
force  and  effect  on  August  1,  1922  and  until  amended  or  superseded 
by  regulations  hereafter  made  by  the  Secretary  of  Agriculture 
under  said  Act. 

Very  respectfully, 

Henry  C.   Taylor, 

Chief  of  Bureau. 
Approved  : 

E.  W.  Williams, 

Solicitor. 
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Department  of  Agriculture, 

Washington. 
By  virtue  of  the  authority  vested  in  the  Secretary  of  Agricul- 
ture by  the  United  States  cotton  futures  act  of  August  11,  1916 
(39  Statutes  at  Large,  page  476),  as  amended  by  the  Act  of  March 
4,  1919  (40  Statutes  at  Large,  pages  «48,  1351),  I,  Henry  C.  Wal- 
lace, Secretary  of  Agriculture,  do  prescribe,  publish,  and  give  public 
notice  of,  the  following  regulations  to  be  in  force  and  effect  on 
August  1,  1922  and  until  amended  or  superseded  by  regulations 
hereafter  made  by  the  Secretary  of  Agriculture  under  said  act. 

In  testimony  whereof  I  have  hereunto  set  my  hand  and  caused 
the  official  seal   of  the  Department   of  Agriculture  to  be 
[seal.]     affixed  in  the  City  of  Washington  this  19th  clay  of  July, 
nineteen  hundred  and  twenty-two. 


Secretary  of  Agriculture. 
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REGULATIONS    UNDER    THE    UNITED    STATES 
COTTON   FUTURES   ACT   AS   AMENDED. 

Regulation  1. — Definitions. 

Section  1. — Words  used  in  these  regulations  in  the 
singular  form  shall  be  deemed  to  import  the  plural,  and 
vice  versa,  as  the  case  may  demand. 

Sec.  2.— As  used  throughout  these  regulations,  unless 
the  context  otherwise  require,  the  following  terms  shall 
be  construed,  respectively,  to  mean — 

Paragraph  1.  The  Act. — The  United  States  cotton  fu- 
tures act,  approved  August  11,  1916  (39  Stat.  L.,  p.  476), 
as  amended  from  time  to  time. 

Paragraph  2.  Exchange.— Exchange,  board  of  trade, 
or  similar  institution  or  place  of  business,  at,  on,  or  in 
which  a  section  5  contract  may  be  made. 

Paragraph  3.  Section  5  contract. — Contract  of  sale  of 
cotton  for  future  delivery,  mentioned  in  the  act,  made  at, 
on,  or  in  any  exchange  in  compliance  with  section  5  of 
the  act. 

Paragraph  4.  Person. — Individual,  association,  part- 
nership, or  corporation. 

Paragraph  5.  Owner. — Person  who  owns,  controls,  or 
has  the  disposition. 

Paragraph  6.  Bureau. — Bureau  of  Agricultural  Eco- 
nomics of  the  United  States  Department  of  Agriculture. 

Paragraph  7.  Exchange  inspection  bureau. — The  in- 
spection bureau  of  the  New  York  Cotton  Exchange,  or 
of  the  New  Orleans  Cotton  Exchange,  or  of  any  other 
exchange  which  may  have  an  organized  inspection  bu- 
reau recognized  as  such  by  the  chief  of  the  bureau,  as  the 
case  may  be. 

Regulation  2. — General 

Section  1.  The  inspection,  sampling,  and  classification 
of  cotton  pursuant  to  section  5  of  the  Act  as  amended 
shall  be  performed  as  prescribed  in  these  regulations. 
All  tenders  of  cotton  and  settlements  therefor  under  sec- 
tion 5  contracts  shall  be  made  subject  to  these  regulations. 
No  contract  shall  for  the  purposes  of  these  regulations  be 
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deemed  to  comply  with  section  5  of  the  act  as  amended 
if  it  contain  or  incorporate  therein,  by  reference  or  other- 
wise, any  provision  or  any  by-law.  rule,  or  custom  of  an 
exchange  which  is  inconsistent  or  in  conflict  with  any  re- 
quirement of  said  section  5,  nor  if  the  parties  enter  into 
any  collateral  or  additional  agreement  or  understanding, 
either  verbal  or  written,  respecting  the  subject  matter  of 
such  contract  which  is  inconsistent  or  in  conflict  with  any 
requirement  of  said  section  5. 

Sec.  2.  Nothing  in  these  regulations  shall  be  con- 
strued as  relieving  any  party  to  a  section  5  contract  of 
any  obligation  imposed  upon  him,  or  as  depriving  him  of 
any  right  to  which  he  may  be  entitled,  under  any  pro- 
vision of  the  contract  or  exchange  rule  made  a  part 
thereof  which  shall  not  be  inconsistent  with  the  act  as 
amended  or  the  regulations  made  under  the  act. 

Sec.  3.  Any  amendment  to  these,  regulations,  unless 
otherwise  stated  therein,  shall  apply  to  all  tenders  of  cot- 
ton and  settlements  therefor  made  on  and  after  the 
effective  date  of  such  amendment,  under  section  5  con- 
tracts entered  into  prior,  as  well  as  subsequent,  to  such 
effective  date. 

Sec.  4.  Publications  under  the  act  and  these  regula- 
tions may  be  made  in  service  and  regulatory  announce- 
ments of  the  bureau  and  by  such  other  means  as  the  chief 
of  the  bureau  shall  from  time  to  time  designate  for  the 
purpose. 

Six.  5v.  As  far  as  applicable,  these  regulations  shall 
have  the  same  force  and  effect  for  the  purposes  of  section 
6A  as  for  the  purposes  of  section  5  of  the  act. 

Regulation  3. — Administration. 

Section  1.  The  chief  of  the  bureau  is  charged  with  the 
supervision  on  behalf  of  the  United  States  Department  of 
Agriculture  of  the  performance  of  all  duties  arising  in 
the  administration  of  the  United  States  cotton  futures 
Act. 

Sec.  2.  There  shall  be  located  at  Xew  York,  X.  Y..  at 
Xew  Orleans.  La.,  and.  when  necessary  in  the  opinion  of 
the  chief  of  the  bureau,  at  any  other  point  that  he  shall 
designate  for  the  purpose,  a  board  of  cotton  examiners. 
The  members  of  such  boards  and  the  chairman  of  each 
shall  be  designated  for  the  purpose  by  the  chief  of  the 
bureau. 


Sec.  3.  The  chief  of  the  bureau  whenever  he  deems 
necessary  may  designate  an  official  or  employee  of  the 
Department  of  Agriculture  as  supervisor  of  cotton  in- 
spection, who  shall  supervise  the  inspection  and  sampling, 
and  the  preparation  of  samples  of  cotton,  for  classifica- 
tion by  a  board  of  cotton  examiners,  and  perform  such 
other  duties  as  may  be  required  of  him,  for  the  purposes 
of  these  regulations. 

Sec.  4.  Subject  to  these  regulations  and  the  instructions 
of  the  chief  of  the  bureau,  the  chairman  of  each  board 
of  cotton  examiners  shall  be  responsible  for  the  proper 
performance  of  the  duties  imposed  on  such  board  and  on 
the  persons  connected  therewith. 

Regulation  4. — Classification  Requests. 

Section  1.  For  each  lot  or  mark  of  cotton  which  the 
applicant  desires  classified  separately  he  shall  make  a 
separate  written  request  in  a  form  prescribed  or  supplied 
by  the  bureau  for  that  purpose. 

Sec.  2.  Such  classification  request  shall  include  the 
name  of  the  exchange  under  the  rules  of  which  it  is  con- 
templated that  delivery  of  such  cotton  may  be  made,  and 
the  lot  number,  if  any,  the  marks,  the  number  of  bales, 
the  location,  and  the  name  of  the  owner  of  the  cotton  for 
whose  account  the  classification  is  requested.  It  shall 
be  signed  by  such  owner  or  in  his  behalf  by  his  agent. 
Such  agent  may,  if  authorized  for  the  purpose,  be  the  in- 
spector-i:i-chief  of  the  exchange  inspection  bureau  by 
which  the  cotton  is  inspected  and  sampled. 

Sec.  3.  Such  classification  request,  unless  otherwise 
directed  by  the  chief  of  the  bureau,  shall  be  filed  with  the 
board  of  cotton  examiners  at  the  place  where  the  ex- 
change is  located  under  the  rules  of  which  it  is  contem- 
plated that  delivery  of  the  cotton  may  be  made.  It  shall 
be  so  filed  within  one  year  after  the  date  upon  which  the 
samples  were  drawn  from  the  cotton  involved  and  before 
the  classification  of  such  cotton. 

Sec.  4.  Any  classification  request  maj'  be  withdrawn 
by  the  applicant  at  any  time  before  the  classification  of 
the  cotton  covered  thereby,  subject  to  the  payment  of 
such  fees,  if  any,  as  may  be  prescribed  pursuant  to  regu- 
lation 12.  Any  classification  request  may  be  rejected  for 
noncompliance  with  the  act  or  these  regulations. 


Regulation  5. — Inspection  ana  Samples. 

Section  1.  The  inspection  and  sampling  and  the  pre- 
paration of  samples  of  cotton  of  which  classification  is 
desired  shall  be  subject  to  the  supervision  and  in  accord- 
ance with  the  instructions  of  a  supervisor  of  cotton 
inspection  or  a  cotton  examiner  whose  duties  include 
such  supervision. 

Sec.  2.  The  owner  of  the  cotton  shall  cause  the  cotton 
to  be  made  available  to  such  supervisor  or  cotton  ex- 
aminer for  such  examination  as  may  be  necessary  for 
the  purposes  of  its  classification,  and  shall  take  such 
steps  as  may  be  necessary  to  secure  its  proper  inspection 
and  sampling  and  the  proper  preparation  and  delivery 
of  representative  samples  thereof  at  the  place  desig- 
nated therefor,  in  accordance  with  these  regulations, 
without  expense  to  the  Department  of  Agriculture. 

Sec.  3.  No  person  shall,  after  notice  to  the  interested 
parties,  be  employed  in  any  way  in  connection  with  any 
phase  of  the  inspection  and  sampling  of  cotton,  or  the 
preparation  of  the  samples  thereof,  for  the  purposes  of 
classification  under  these  regulations,  who  for  good  cause 
is  disapproved  by  the  chief  of  the  bureau. 

Sec.  4.  No  cotton  covered  by  a  classification  request 
filed  as  provided  in  these  regulations  shall  be  rejected  by 
any  person  other  than  a  cotton  examiner,  on  account  of 
grade  or  staple  or  otherwise,  unless  the  request  for  the 
classification  of  the  cotton  so  rejected  shall  be  withdrawn 
by  the  person  by  whom  it  was  made. 

Sec  5.  One  sample  shall  be  drawn  from  the  top  side 
of  each  bale  and  one  from  the  bottom  side.  Each  such 
sample  shall  weigh  not  less  than  5  ounces,  the  two  samples 
from  each  bale  to  weigh  together  not  less  than  10  ounces. 
The  head  of  the  bale  shall  be  properly  inspected,  and  any 
conditions  not  fully  indicated  by  the  samples  shall  be 
specified  by  the  inspector  or  the  sampler  of  the  cotton  in 
a  written  memorandum,  which  shall  accompany  the 
samples  to  the  board  of  cotton  examiners. 

Sec.  6.  The  samples  from  each  bale  shall  be  prepared 
as  specified  in  this  section.  The  sample  from  the  top  side 
and  the  sample  from  the  bottom  side  shall  each  be  broken 
into  two  parts  across  the  layers,  without  separating  the 
layers.  One  part  of  the  sample  from  the  top  side  shall 
be  placed  with  a  part  of  the  sample  from  the  bottom  side, 
making  two  sets  of  samples  from  each  bale.    One  of  such 


sets  shall  weigh  as  nearly  as  possible  6  ounces  equally 
divided  between  the  two  parts  thereof  representing  the 
two  sides  of  the  bale.  There  shall  be  placed  in  each  such 
set  of  samples  between  the  two  sides  thereof  a  coupon 
showing  the  number  of  the  tag  attached  to  the  bale  from 
which-  such  samples  were  drawn.  The  6-ounce  set  of 
samples  from  each  bale  shall  be  called  the  original  and 
the  other  set  the  duplicate. 

Sec.  7.  The  original  sets  of  samples  of  the  bales  con- 
stituting a  lot  or  mark  to  be  classified  separately  shall  be 
inclosed  in  one  or  more  wrappers  or  containers,  as  the 
case  may  require.  The  wrappers  or  containers  of  original 
samples  shall  be  so  labeled  or  marked,  or  both,  as  to  show 
that  they  contain  original  samples,  together  with  the  lot 
number,  if  any,  the  marks,  and  the  number  of  bales,  and 
such  other  information  as  may  be  necessary  in  accordance 
with  the  instructions  of  the  chairman  of  the  board  to 
which  the  samples  are  to  be  delivered  or  the  chief  of  the 
bureau. 

Sec.  8.  The  duplicate  sets  of  samples  shall  be  inclosed 
in  wrappers  or  containers  separate  and  apart  from  the 
original  sets,  in  the  manner  prescribed  for  original 
samples  in  the  foregoing  section,  except  that  the  wrappers 
or  containers  shall  be  labeled  or  marked,  or  both,  so  as 
to  show  that  they  contain  duplicate  samples. 

Sec.  9.  The  original  samples  shall  be  delivered  to  the 
board  of  cotton  examiners  with  which  the  classification 
request  was  filed,  at  its  classification  room,  or  shall  be 
delivered  at  such  other  place  as  may  be  designated  for 
the  purpose  by  the  chairman  of  the  board  or  the  chief 
of  the  bureau.  No  samples  coA^ered  by  pending  classifica- 
tion requests  which  are  ready  for  delivery  as  provided 
herein  shall  be  withheld  from  such  delivery  except  as 
authorized  in  writing  by  such  chairman  or  the  chief  of 
the  bureau.  The  duplicate  samples  shall  be  delivered 
to  the  person  requesting  the  classification  of  the  cotton 
involved. 

Sec.  10.  In  addition  to  the  samples  hereinbefore  pre- 
scribed, separate  samples,  if  desired,  may  be  drawn  and 
furnished  to  the  owner  of  the  cotton. 

Sec.  11.  All  persons  in  any  way  connected  with  the 
inspection  and  sampling  and  handling  of  samples  of 
cotton  for  the  purpose  of  classification  pursuant  to  these 
regulations  shall  carefully  handle  them  in  such  manner 
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as  not  to  cause  loss  of  sand  therefrom  or  any  change 
otherwise  in  their  representative  character. 

Sec.  12.  Any  sample  or  set  of  samples  which  does  not 
meet  the  requirements  of  these  regulations  or  which  does 
not  correctly  represent  the  bale  or  bales  from  which 
drawn  may  be  rejected  by  a  supervisor  of  cotton  in- 
spection or  a  cotton  examiner  whose  duties  include  the 
supervision  or  examination  of  such  cotton.  Whenever 
the  supervisor  of  cotton  inspection  or  the  chairman  of 
the  board  shall  find  it  necessary  in  order  to  determine 
the  true  classification  of  any  bale,  such  bale  shall  be  re- 
inspected,  and  if  necessary  resampled.  and  the  new 
samples  shall  be  delivered  at  the  place  designated  there- 
for in  accordanace  with  these  regulations. 

Sec.  13.  The  original  samples  may  be  removed  by  the 
holder  of  the  cotton  class  certificate  covering  the  same. 
at  any  time  within  two  weeks  (a)  after  such  certificate 
becomes  invalid  as  provided  in  section  8  of  regulation 
7.  or  (b)  after  the  surrender  to  the  board  for  cancella- 
tion of  the  certificate  covering  the  cotton  represented 
thereby  without  the  issuance  of  a  new  certificate  in  lieu 
thereof,  or  (c)  after  the  date  of  such  certificate  if  the 
cotton  covered  thereby  is  classified  as  untenderable. 

Sec.  14.  In  case  a  classification  request  shall  be  with- 
drawn prior  to  the  classification  of  the  cotton  pursuant 
thereto,  the  applicant  may.  within  two  weeks  after  the 
date  of  such  withdrawal,  remove  any  samples  of  the 
cotton  involved  then  in  the  possession  of  the  Depart- 
ment of  Agriculture, 

Sec  15.  Samples  not  removed  in  accordance  with  this 
regulation  shall  be  disposed  of  in  accordance  with  section 
8  of  regulation  13. 

Regulation  6. — Classification. 

Section  1.  For  the  purposes  of  section  5  of  the  act 
the  classification  of  any  cotton  shall  be  determined  only 
by  cotton  examiners  designated  as  such  by  the  chief  of 
the  bureau. 

Sec  2.  All  cotton  for  which  classification  requests 
shall  be  pending  shall  be  classified  as  far  as  practicable 
in  the  order  in  which  proper  samples  thereof,  ready  for 
such  classification,  shall  have  been  delivered  to  the  board 
of  cotton  examiners  whose  duties  include  the  examina- 
tion thereof,  except  as  otherwise  provided  in  these  regu- 
lations or  when  the  chairman  of  the  board  or  the  chief 


of  the  bureau  shall  find  that  an  emergency  exists  and 
shall  order  otherwise, 

Sec.  3.  Such  classification  shall  not  proceed  ui>til  the 
samples,  after  being  delivered  to  the  board,  shall  have 
been  exposed  for  such  length  of  time  as  in  the  judgment 
of  the  chairman  shall  be  sufficient  to  put  them  in  proper 
condition  for  the  purpose. 

Sec.  4.  Such  classification  shall  proceed  as  rapidly  as 
possible,  but  not  when  light  or  other  conditions  make 
uncertain  the  accuracy  of  the  results  to  be  obtained. 

Sec.  5.  In  case  a  sample  drawn  from  one  portion  of  a 
bale  is  lower  in  class  than  one  drawn  from  another  por- 
tion of  such  bale,  except  as  otherwise  provided  in  these 
regulations^  the  classification  of  the  bale  shall  be  that 
of  the  sample  showing  the  lower  class. 

Sec.  6.  All  cotton  whether  tenderable  or  untenderable 
shall  be  classified  on  the  basis  of  the  official  cotton  stand- 
ards of  the  United  States  in  effect  at  the  time  of  such 
classification. 

Sec.  7.  If  cotton  be  reduced  in  value,  by  reason  of 
the  presence  of  extraneous  matter  of  any  character  or 
irregularities  or  defects,  below  its  grade  according  to 
the  official  cotton  standards  of  the  United  States,  the 
grade  to  the  value  of  which  it  is  so  reduced,  and  the 
quality  or  condition  which  so  reduces  its  value,  shall  be 
determined  and  stated. 

Sec.  8.  For  the  purposes  of  classification  the  follow- 
ing terms  shall  be  construed,  respectively,  to  mean-— 

(a)  Cotton  of  perished  staple.- — Cotton  that  has  had 
the  strength  of  fiber  as  ordinarily  found  in  cotton  de- 
stroyed or  unduly  reduced  through  exposure  to  the 
weather  either  before  picking  or  after  baling,  or  through 
heating  by  fire,  or  on  account  of  water  packing,  or  by 
other  causes. 

(b)  Cotton  of  immature  staple.- — Cotton  that  lias  been 
picked  and  baled  before  the  fiber  has  reached  a  normal 
state  of  maturity,  resulting  in  a  weakened  staple  of  in- 
ferior value. 

(c)  Gin  cut  cotton. — Cotton  that  shows  damage  in 
ginning,  through  cutting  by  the  saws,  to  an  extent  that 
reduces  its  value  more  than  two  grades. 

(d)  Begin ned  cotton-. — Cotton  that  has  passed  through 
the  ginning  process  move  than  once,  and  cotton  that, 
after  having  been  ginned,  has  been  subjected  to  a  clean- 
ing process  and  then  baled. 
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(e)  Repacked  cotton. — Cotton  that  is  composed  of 
factors',  brokers',  or  other  samples,  or  of  loose  or  mis- 
cellaneous lots  collected  and  rebaled. 

(/)  False  packed  cotton.* — Cotton  in  a  bale  (1)  con- 
taining substances  entirely  foreign  to  cotton,  (2)  con- 
taining damaged  cotton  in  the  interior  with  or  without 
any  indication  of  such  damage  upon  the  exterior,  (3) 
composed  of  good  cotton  upon  the  exterior  and  decidedly 
inferior  cotton  in  the  interior,  in  such  manner  as  not 
to  be  detected  by  customary  examination,  that  is,  a  plated 
bale,  or  (4)  containing  pickings  or  linters  worked  into 
the  bale. 

(g)  Mixed  packed  cotton. — Cotton  in  a  bale  which 
shows  a  difference  of  more  than  two  grades  in  samples 
drawn  therefrom,  or  which  shows  a  difference  in  color 
exceeding  two  grades  between  such  samples. 

(h)  Water-packed  cotton. — Cotton  in  a  bale  that  has 
been  penetrated  by  water  during  the  baling  process, 
causing  damage  to  the  fiber,  or  a  bale  that  through  ex- 
posure to  the  weather  or  by  other  means,  while  appa- 
rently dry  on  the  exterior,  has  been  damaged  by  water  in 
the  interior. 

Regulation  7. — Cotton  Class  Certificates. 

Section  1.  As  soon  as  practicable  after  the  classifica- 
tion of  cotton  has  been  completed  by  a  board  of  cotton 
examiners  it  shall  issue  cotton  class  certificates  showing 
the  results  of  such  classification.  Each  certificate  shall 
bear  the  date  of  its  issuance  and  shall  be  signed  by  the 
chairman  of  the  board  that  classified  the  cotton.  The 
certificate  shall  show  the  identification  of  the  cotton 
according  to  the  information  in  the  possession  of  the 
board,  the  classification  of  the  cotton  according  to  its 
grade  and  length  of  staple,  and  such  other  facts  as  the 
chief  of  the  bureau  shall  require. 

Sec.  2.  For  each  lot  of  cotton  classified  by  the  board 
as  tenderable  in  whole  or  in  part  on  a  section  5  contract 
it  shall  issue  a  separate  certificate  which  shall  be  dis- 
tinctly different  in  color  from  one  for  cotton  found  to 
be  untenderable  on  such  contract,  except  as  otherwise 
provided  in  this  regulation.  Such  certificates  shall  be 
consecutively  numbered  in  separate  series  for  each  ex- 
change.    They  shall  show  only  cotton  classified  accord- 
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ing  to  the  grades  specified  in  this  section  which  is  seven- 
eighths  of  an  inch  or  more  in  length  of  staple : 


White. 

Yellow  tinged. 

Yellow  stained. 

Middling  fair. 

Strict  good  middling. 

Good  middling. 

Strict  middling. 

Middling. 

Strict  low  middling. 

Low  middling. 

Good  middling. 
Strict  middling. 

Good  middling. 

Sec.  3.  For  each  lot  of  cotton  classified  by  the  board  as 
untenderable  in  whole  or  in  part  on  a  section  5  contract 
it  shall  issue  a  separate  certificate  which  shall  be  dis- 
tinctly different  in  color  from  one  for  cotton  found  to  be 
tenderable  on  such  contract,  except  as  otherwise  pro- 
vided in  this  regulation.  Such  certificates  shall  be  con- 
secutively numbered  in  separate  series  for  each  exchange. 
They  shall  show  all  cotton  classified  according  to  the 
grades  specified  in  this  section,  or  which  is  less  than 
seven-eighths  of  an  inch  in  length  of  staple,  or  which  is 
otherwise  declared  to  be  undeliverable  by  the  fifth  sub- 
division of  section  5  of  the  act : 


White. 

Yellow  tinged. 

Yellow  stained. 

Blue  stained. 

Strict  good  ordinary. 
Good  ordinary. 

Middling. 

Strict  low  middling. 

Low  middling. 

Strict  middling. 
Middling. 

Good  middling. 
Strict  middling. 
Middling. 

Sec.  4.  Upon  the  written  request  of  the  holder  of  a 
cotton  class  certificate  issued  under  these  regulations 
a  new  certificate  shall  be  issued,  without  the  reclassifi- 
cation of  the  cotton,  to  take  the  place  of  the  former 
certificate  for  any  cotton  covered  thereby,  when  neces- 
sary on  account  of  the  breaking  or  splitting  of  a  lot 
or  otherwise  for  the  business  convenience  of  such  holder. 
In  such  case  the  former  certificate  shall  be  surrendered 
for  cancellation  before  the  issuance  of  a  new  certificate. 
Such  new  certificate  shall  bear  a  new  number  and  the 
date  of  its  issuance  and  shall  otherwise  comply  with 
these  regulations. 

Sec.  5.  Upon  the  written  request  of  the  last  holder 
of  a  valid  cotton  class  certificate  and  a  showing  to  the 
satisfaction  of  the  chairman  of  the  board  of  cotton 
examiners  which  issued  such  certificate  that  it  has  been 
lost  or  destroyed,  and,  if  lost,  that  diligent  effort  has 
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been  made  to  find  it  without  success,  a  new  certificate 
shall  be  issued  without  the  reclassification  of  the  cotton. 
Such  new  certificate  shall  bear  the  same  number  and 
date  of  issuance  as  the  lost  or  destroyed  certificate,  and 
shall  include  a  statement  to  the  effect  that  it  is  a  dupli- 
cate issued  in  lieu  of  the  lost  or  destroyed  original,  as 
the  case  may  be. 

Sec.  6.  For  good  cause  any  certificate  issued  under 
these  regulations  shall  be  surrendered  to  the  chairman 
of  the  board  of  cotton  examiners  which  issued  it,  upon 
his  request  or  upon  the  request  of  the  chief  of  the  bureau, 
and  a  new  certificate  complying  with  these  regulations 
may  be  issued  in  substitution  therefor.  If  such  cer- 
tificate be  not  surrendered  upon  such  request  it  shall 
nevertheless  be  invalid  for  the  purposes  of  section  5  of 
the  act  and  these  regulations. 

Sec.  7.  Each  cotton  class  certificate  for  cotton  classi- 
fied as  tenderable  shall  be  valid  for  use  in  the  tender  of 
such  cotton  on  a  section  5  contract  made  at,  on,  or  in 
the  exchange  specified  in  such  certificate,  as  provided  in 
the  act  and  these  regulations  and  in  the  rules  of  the  said 
exchange  not  inconsistent  therewith. 

Sec.  8.  Any  cotton  class  certificate  shall  become  in- 
valid for  use  in  the  tender  or  delivery  of  the  cotton  cov- 
ered thereby  on  a  section  5  contract  whenever  such 
cotton  shall  be  removed  from  the  place  of  storage  speci- 
fied therein,  except  when  it  is  handled  and  re-stored  or 
transferred  to  a  different  place  of  storage  under  the 
supervision  of  the  same  exchange  inspection  bureau,  or 
except  as  provided  in  regulation  11. 

Sec.  9.  No  cotton  submitted  for  classification  under 
section  5  of  the  Act  shall  be  located  or  stored  at  a  place 
disapproved  for  the  purpose  by  the  chairman  of  the 
board  of  cotton  examiners,  or  the  chief  of  the  bureau 
on  account  of  being  unsuitable  for  the  safekeeping  or 
proper  storage  of  such  cotton,  or  on  account  of  the 
failure  or  refusal  of  the  custodian,  thereof  to  comply 
or  to  permit  compliance  with  the  requirements  of  these 
regulations  so  far  as  he  may  be  involved  therein.  Notice 
of  such  disapproval  shall  be  given  in  such  manner  as  the 
chief  of  the  bureau  may  direct.  Thereafter  every  cotton 
class  certificate,  if  any.  previously  issued  for  cotton  lo- 
cated or  stored  at  such  place  shall  be  invalid  for  the 
delivery  of  such  cotton  on  a  section  5  contract,  unless 
the  cotton  shall  be  removed  under  the  supervision  of 


the  exchange  inspection  bureau,  or  a  representative  of 
the  Department  of  Agriculture  designated  for  the  pur- 
pose by  the  chairman  of  the  board  of  cotton  examiners 
or  the  chief  of  the  bureau,  to  a  place  which  shall  be  suit- 
able for  the  purpose.  Upon  such  removal  and  the  re- 
quest of  the  holder  of  the  cotton  class  certificate  for  such 
cotton,  a  new  certificate  in  lieu  thereof,  as  provided  else- 
where in  these  regulations,  shall  be  issued  to  him. 

Sec.  10.  The  exchange  inspection  bureau  under  the 
supervision  or  control  of  which  any  cotton  classified 
pursuant  to  these  regulations!  shall  be  held  or  stored 
shall  furnish  to  the  board  of  cotton  examiners  which 
classified  such  cotton,  on  the  first  business  day  of  each 
week,  a  written  statement  of  all  cotton  withdrawn  from 
storage,  or  the  lot  number  or  other  identification  of  which 
has  been  changed,  or  which  has  otherwise  been  removed 
from  the  supervision  or  control  of  such  exchange  inspec- 
tion bureau,  during  the  next  preceding  wTeek.  Such  state- 
ment shall  show  each  lot  number,  and,  if  changed,  the 
new  lot  number,  and  in  case  of  the  withdrawal  or  re- 
moval of  a  portion  only  of  the  lot,  the  tag  numbers  of 
the  bales  so  withdrawn  or  removed.  If  such  removal 
shall  be  to  a  different  place  of  storage  under  the  super- 
vision or  control  of  the  exchange  inspection  bureau,  the 
statement  shall  show  the  new  location. 

Sec.  11.  Subject  to  the  provisions!  of  regulation  8,  no 
cotton  shall  be  tendered  or  delivered  upon  a  section  5 
contract,  unless  on  or  prior  to  the  date  fixed  for  delivery 
under  such  contract,  and  in  advance  of  final  settlement 
of  the  contract,  the  person  making  the  tender  shall  fur- 
nish to  the  person  receiving  the  same  a  valid  outstanding 
cotton  class  certificate,  complying  with  these  regulations, 
showing  such  cotton  to  be  tenderable  on  a  section  5 
contract. 

Sec.  12.  Whenever  any  exchange  shall  put  into  effect 
a  system  of  handling  cotton  and  samples  thereof,  ap- 
proved for  the  purpose  by  the  chief  of  the  bureau,  under 
which  a  board  of  cotton  examiners  may  place  its  certifi- 
cate of  classification  directly  on  the  storage  or  pjress  re- 
ceipt covering  and  properly  identifying  the  cotton  in- 
volved, the  board  of  cotton  examiners  may  proceed  in  ac- 
cordance with  such  system  and  need  not  use  the  separate 
cotton  class  certificates  otherwise  required  by  these  regu- 
lations. 


14 

Regulation  8. — Delayed  Certification. 

Section  1.  If  upon  the  date  fixed  for  delivery  in  ac- 
cordance with  section  5  of  the  act  cotton  class  certificates 
shall  not  have  been  issued  by  a  board  of  cotton  examiners 
for  cotton  to  be  delivered  pursuant  to  such  notice,  samples 
of  which  cotton  shall  have  been  in  the  custody  of  the 
board  for  the  time  hereinafter  prescribed,  the  delivery  of 
such  cotton  may  be  made  upon  compliance  with  and  sub- 
ject to  the  conditions  specified  in  this  regulation.  This 
regulation  shall  not  apply  to  cotton  upon  which  a  review 
is  pending. 

Sec.  2.  On  the  date  of  giving  the  transferable  notice  of 
the  delivery  in  accordance  with  section  5  of  the  act  the 
person  issuing  such  notice  shall  also  give  written  notice  to 
the  board  or  officer  with  whom  the  classification  request 
was  required  to  be  filed,  specifying  the  date  of  delivery 
and  the  number  of  bales  so  to  be  delivered  which  have 
not  been  certified.  In  such  notice,  or  later  in  writing  be- 
fore the  delivery  of  the  samples  to  the  board,  he  shall 
specify  the  lot  numbers  of  the  cotton  so  to  be  delivered. 

Sec.  3.  Such  cotton  must  have  been  duly  inspected  and 
sampled  and  the  original  samples  thereof  properly  pre- 
pared in  accordance  with  these  regulations  must  have 
been  delivered  to  the  board  not  later  than  the  date  of  the 
issuance  of  the  transferable  notice,  except  when  the  deliv- 
ery clay  fixed  by  such  transferable  notice  is  the  last  deliv- 
ery day  in  the  month  of  delivery.  In  such  case  the  cotton 
must  have  been  duly  inspected  and  sampled  and  the 
original  samples  thereof  properly  prepared  in  accordance 
with  these  regulations  must  have  been  delivered  to  the 
board  in  accordance  with  all  regulations  applicable  and 
in  readiness  for  classification  not  later  than  the  close  of 
the  second  business  day  preceding  such  last  delivery  day. 

Sec  4.  If  on  the  morning  of  the  delivery  day  specified 
in  the  transferable  notice  the  cotton  class  certificates  cov- 
ering the  cotton  involved  are  not  ready  for  delivery  when 
called  for,  the  tenderer  of  the  cotton  shall  present  to  the 
board  of  cotton  examiners  a  written  notice  stating  to  the 
best  of  his  knowledge  and  belief  the  true  grade  of  each 
individual  bale  to  be  delivered,  properly  identifying 
each  bale  with  its  grade.  If  the  foregoing  requirements 
of  this  regulation  shall  have  been  complied  with,  the 
chairman  of  the  board  shall  cause  to  be  written  or 
stamped  on  such  notice  a  statement  validating  it  for  use 
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in  the  tender  only  on  such  delivery  day  of  the  cotton 
covered  thereby  pending  the  issuance  of  cotton  class 
certificates  in  accordance  with  these  regulations.  The 
tenderer  shall  on  such  delivery  day  deliver  such  notice 
to  the  receiver  of  the  cotton,  together  with  the  warehouse 
receipts  and  such  other  papers  as  may  be  necessary  to  the 
delivery  of  the  cotton  on  such  day. 

Sec.  5.  The  person  making  the  tender  shall  deliver 
the  cotton  class  certificates  therefor  to  the  receiver  of 
the  cotton  before  the  close  of  business  hours  on  the  date 
of  the  issuance  thereof,  if  delivered  to  such  tenderer  be- 
fore 11  o'clock  a.  m.  on  that  day.  If  the  cotton  class  cer- 
tificates be  delivered  to  him  after  11  o'clock  a.  m.  on  that 
day,  the  tenderer  shall  in  turn  deliver  them  to  the  re- 
ceiver before  11  o'clock  a.  m.  on  the  next  following  busi- 
ness day.  There  shall  be  no  right  of  replacement  of 
bales  shown  by  such  certificates  to  be  untenderable. 

Regulation  9. — Postponed  Classification. 

Section  1.  If  the  applicant  desires  the  postponement 
of  the  classification  of  any  cotton  covered  by  a  classifi- 
cation request  filed  pursuant  to  these  regulations  until 
later  notice,  the  original  classification  request  must  so 
state,  or  the  applicant  must  so  advise  the  board  in  writing 
before  the  classification  has  been  entered  upon.  Such 
request  must  show  cause  and  that  it  is  not  made  merely 
for  dilatory  reasons. 

Sec.  2.  If  thereafter  the  classification  of  the  cotton  be 
desired,  notice  thereof  must  be  filed  not  later  than  the 
expiration  of  one  year  after  the  date  upon  which  the 
samples  were  drawn  from  the  cotton,  and  the  original 
samples  must  have  remained  continuously  in  the  posses- 
sion of  the  board  or  under  its  control. 

Sec.  3.  Classification  pursuant  to  such  suspended  re- 
quest shall  not  be  allowed  to  interfere  with  or  delay  the 
classification  of  other  samples  previously  made  ready  for 
classification  or  which  are  otherwise  entitled  to  priority. 

Sec.  4.  If  the  period  of  one  year  hereinbefore  specified 
shall  expire  without  the  filing  of  the  notice  of  desire  for 
classification,  the  applicant  shall  be  deemed  to  have  with- 
drawn the  original  request  for  the  classification  of  such 
cotton. 

3135°— 22 3 
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Regulation  10. — Reviews. 

Section  1.  One  review  only  of  the  classification  of 
the  cotton  covered  by  any  cotton  class  certificate  may 
be  obtained  as  provided  in  this  regulation. 

Sec.  2.  The  person  for  whom  the  classification  of  any 
cotton  shall  have  been  performed  under  these  regula- 
tions may  have  a  review  of  the  classification  of  the 
cotton  covered  by  the  certificate  by  filing  written  ap- 
plication therefor  before  the  delivery  of  such  cotton 
on  a  section  5  contract  and  not  later  than  the  expiration 
of  the  seventh  calendar  da}-  following  the  date  of  the 
issuance  of  the  cotton  class  certificate  for  the  cotton 
involved. 

Sec.  3.  In  case  no  review  shall  have  been  previously 
granted  under  this  regulation  for  the  cotton  involved 
u  receiver  thereof  upon  a  section  5  contract  may  have 
a  review  of  the  classification  of  the  cotton  involved  as 
shown  by  a  valid  cotton  class  certificate  by  filing  writ- 
ten application  not  later  than  the  expiration  of  the  fifth 
business  day  following  the  date  of  the  delivery  of  such 
certificate  to  him  in  accordance  with  these  regulations, 
except  that  when  more  than  5,000  bales  of  cotton  shall 
have  been  delivered  to  the  same  receiver  on  the  same 
date  of  delivery  he  may,  upon  proper  showing  of  the 
facts,  be  allowed  a  reasonable  additional  time  in  the  dis- 
cretion of  the  chairman  of  the  board,  not  exceeding  5 
calendar  days,  for  filing  his  application  for  the  review 
of  the  classification  of  any  such  cotton.  Every  applica- 
tion for  review  shall  specify  the  name  and  address  of 
the  party,  if  any,  from  whom  the  cotton  was  received  on 
a  section  5  contract. 

Sec.  4.  The  written  application  for  a  review  shall  be 
filed  with  the  board  which  issued  the  cotton  class  cer- 
tificate covering  the  cotton  involved.  Before  a  review 
shall  be  granted  the  cotton  class  certificate  or  certificates 
covering  the  cotton  involved  shall  be  surrendered  to 
the  board. 

Sec.  5.  Any  application  for  review  may  be  dismissed 
whenever  it  shall  be  found  by  the  chairman  of  the  board 
or  the  chief  of  the  bureau  that  it  was  filed  without  good 
cause  or  for  dilatory  purposes. 

Sec.  6.  Unless  the  use  of  new  samples  shall  be  neces- 
sary in  the  judgment  of  the  chairman  of  the  board,  a 
review  pursuant  to  this  regulation  shall  be  made  on  the 
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basis  of  the  samples  of  the  cotton  involved  in  the  posses- 
sion of  the  board. 

Sec.  7.  The  classification  of  any  bale  shown  by  the 
original  cotton  class  certiiicate  shall  be  changed  only 
when  it  shall  appear  upon  the  review  that  such  classifi- 
cation was  clearly  erroneous. 

Sec.  8.  If  the  classification  of  all  the  cotton  as  shown 
by  the  cotton  class  certificate  be  found  to  be  correct, 
there  shall  be  placed  upon  the  certificate  a  notation, 
which  shall  be  signed  by  the  chairman  of  the  board  and 
elated,  to  the  effect  that  the  classification  of  the  cotton 
covered  by  such  certificate  has  been  reviewed,  and  deter- 
mined to  be  as  stated  in  such  certificate.  Thereupon 
the  certificate  shall  be  returned  to  the  person  who  re- 
quested the  review. 

Sec.  9.  If  the  classification  of  any  bale  of  cotton  as 
shown  by  the  cotton  class  certificate  shall  be  changed, 
such  certificate  shall  be  canceled  and  there  shall  be  issued 
in  lieu  thereof  a  new  certificate  showing  the  classification 
of  each  bale  as  determined  upon  such  review.  There  shall 
be  incorporated  in  such  certificate  a  statement  to  the 
effect  that  the  classification  of  the  cotton  covered  thereby 
has  been  reviewed  and  determined  to  be  as  stated  in  such 
certificate.  Such  certificate  shall  bear  a  new  number  and 
the  date  of  its  issuance  and  shall  be  delivered  to  the  per- 
son who  requested  the  review. 

Sec.  10.  If  the  determination  of  a  review  granted  to  a 
receiver  of  cotton  tendered  upon  a  section  5  contract 
shows  cotton  previously  classed  as  tenderable  to  be  actu- 
ally untenderable,  the  tenderer  shall  replace  the  cotton 
so  found  to  be  untenderable.  Such  replacement  shall  be 
made  not  later  than  the  expiration  of  the  fifth  business 
day  following  the  date  of  the  issuance  of  the  review  certifi- 
cate, bv  delivering  to  the  receiver  other  cotton  shown  to 
be  tenderable  by  cotton  class  certificates  comply i: tg  with 
these  regulations,  which  certificates  he  shall  deliver  to 
the  receiver. 

Regulation  11.— Supervision  of  Transfers  of  Cotton. 

Section   1.  Whenever  the   owner   of   any   cotton   in- 
spected and  sampled  for  classification  pursuant  to  I 
regulations,  or  for  which  he  holds  valid  cotton  class  certifi- 
cates, desires  to  transfer  such  cotton  to  a  different  place 
for  the  purpose  of  having  it  made  available  for  delivery 
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upon  a  section  5  contract  at  the  place  to  which  it  is  to  be 
removed,  the  procedure  shall  be  as  outlined  in  this  regu- 
lation. Conformity  to  this  procedure  shall  not  be  neces- 
sary in  the  case  of  the  transfer  of  cotton  between  different 
warehouses  at  the  same  place  when  such  transfer  is 
effected  under  the  supervision  of  the  exchange  inspection 
bureau,  or  a  representative  of  the  bureau  authorized  for 
the  purpose,  at  such  place.  In  such  cases  the  exchange  in- 
spection bureau  shall  report  the  facts  to  the  board  of 
cotton  examiners,  in  accordance  with  section  10  of  regu- 
lation 7. 

Sec.  2.  The  person  who  made  the  request  for  the  classi- 
fication or  the  holder  of  the  cotton  class  certificate  there- 
for shall  file  with  the  chairman  of  the  board, of  cotton 
examiners  with  which  the  classification  request  was  filed 
or  which  issued  the  certificate  a  written  request  for  the 
supervision  of  such  transfer.  Such  request  shall  be  in 
such  form  as  the  chief  of  the  bureau  shall  prescribe.  It 
shall  properly  identify  the  cotton  and  state  the  respective 
locations  from  and  to  which  the  cotton  is  to  be  trans- 
ferred. If  the  cotton  class  certificate  for  such  cotton  has 
previously  been  issued  by  the  board  the  holder  thereof 
shall  surrender  such  certificate  to  the  board  for  cancella- 
tion before  such  transfer  shall  take  place. 

Sec.  3.  As  soon  as  practicable  after  the  filing  of  such 
request  a  supervisor  of  cotton  inspection  or  a  cotton  ex- 
aminer shall  examine  each  bale  of  cotton  covered  by  the 
transfer  request,  and  shall  attach  to  it  a  metal  tag  or 
seal  provided  for  the  purpose  by  the  bureau. 

Sec.  4.  Thereupon  there  shall  be  issued  to  the  person 
requesting  the  same  a  transfer  certificate  in  form  pre- 
scribed for  the  purpose  by  the  chief  of  the  bureau, 
properly  identifying  the  cotton  according  to  such  metal 
tags  or  seals,  and  the  other  means  of  identification  in  the 
possession  of  the  bureau,  showing  the  respective  locations 
from  which  and  to  which  the  cotton  is  to  be  transferred. 

Sec.  5.  When  the  cotton  shall  have  been  delivered  for 
storage  at  the  place  of  its  destination,  the  transfer  certifi- 
cate shall  be  surrendered  to  the  chairman  of  the  board 
at  such  place  or  to  such  other  official  as  the  chief  of  the 
bureau  shall  designate  for  the  purpose.  Thereupon  a 
supervisor  of  cotton  inspection  or  a  cotton  examiner,  or 
other  representative  of  the  bureau  authorized  for  the 
purpose,  shall  examine  each  bale  of  cotton  covered  by 
such  transfer  certificate.     If  he  finds  that  the  identify 
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of  the  cotton  has  been  properly  preserved  there  shall  be 
issued  to  the  person  requesting  the  same  a  cotton  class 
certificate  or  certificates,  complying  with  these  regula- 
tions, valid  for  use  at  such  destination,  without  the  re- 
classification of  the  cotton. 

Sec.  6.  Supervision  of  transfers  in  accordance  with 
this  regulation  shall  not  be  granted,  nor  shall  any  certifi- 
cate be  issued,  with  respect  to  any  bale  which  is  found  to 
be  in  such  condition  that  its  classification  is  different 
from  that  shown  by  the  cotton  class  certificate,  unless 
such  bale  shall  be  reinspected  and,  if  necessary,  reclassi- 
fied in  accordance  with  these  regulations. 

Regulation  12.— Preliminary  Informal  Sample  Classi- 
fication. • 

Section  1.  Whenever  the  owner  of  any  cotton  has 
under  the  consideration  the  advisability  of  tendering  the 
same  for  delivery  on  a  section  5  contract,  but  before 
finally  determining  his  course  of  action  desires  the  opin- 
ion of  a  board  of  cotton  examiners  as  to  the  classifica- 
tion of  samples  of  such  cotton,  the  procedure  shall  be 
as  outlined  in  this  regulation.  The  fees  for  such  service 
shall  be  paid  in  accordance  with  section  2  of  regula- 
tion 13. 

Sec.  2.  The  owner  of  the  cotton  shall,  unless  and  until 
otherAvise  directed  by  the  chief  of  the  bureau,  file  his 
request  for  an  opinion  as  to  the  classification  of  such 
samples  with  the  board  of  cotton  examiners  at  the  place 
where  the  exchange  is  located  under  the  rules  of  which 
it  is  contemplated  that  such  tender  may  be  made.  In 
order  to  relieve  the  boards  of  duplicated  or  unnecessary 
labor,  no  other  request  for  the  classification  of  samples 
of  the  same  cotton  shall  be  filed  with  either  the  same  or 
a  different  board,  and  whenever  the  chief  of  the  bureau 
shall  find  it  necessarj^  to  reduce  the  amount  of  work 
imposed  upon  any  board  under  this  regulation  any  re- 
quest and  samples  shall  be  filed  with  or  transferred  to 
another  board  in  accordance  with  his  directions. 

Sec.  3.  The  request  shall  be  in  such  form  as  may  bo 
prescribed  for  the  purpose  by  the  chief  of  the  bureau. 
The  request  may  be  withdrawn  by  the  applicant  at  any 
time  before  the  examination  of  the  samples  by  the  board 
of  cotton  examiners  has  actually  taken  place,  and  may 
be  rejected  by  the  chairman  of  such  board  or  the  chief 
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of  the  bureau  for  non-compliance  by  the  owner  of  the 
cotton  with  these  regulations  or  when  such  request  shall" 
appear  to  have  been  filed  without  good  cause. 

Sec.  4.  The  owner  of  the  cotton  shall  cause  to  be  drawn 
one  sample  from  the  top  side  of  each*  bale  and  one  from 
the  bottom  side.  Each  such  sample  shall  weigh  not 
less  than  two  ounces,  the  two  samples  from  each  bale  to 
weigh  together  as  nearly  as  possible  four  ounces.  The 
two  samples  from  each  bale  shall  be  placed  together, 
with  a  coupon  or  other  written  means  of  identification 
between  them.  The  head  of  the  bale  shall  be  properly 
inspected  and  any  conditions  not  fully  indicated  by  the 
samples  shall  be  specified  in  a  written  memorandum 
which  shall  accompany  the  samples  to  the  board  of  cot- 
ton examiners. 

Sec.  5.  All  such  samples  shall  be  enclosed  in  one  or 
more  wrappers,  which  shall  be  labeled  or  marked  or 
both  in  such  manner  as  to  show  the  name  and  address 
of  the  owner,  the  lot  number  or  marks  if  any,  the  number 
of  bales  represented  by  the  samples  contained  in  each 
wrapper,  and  such  other  information  as  may  be  neces- 
sary in  accordance  with  the  instructions  of  the  chairman 
of  the  board  of  cotton  examiners  to  which  the  samples 
are  to  be  delivered,  or  of  the  chief  of  the  bureau.  Each 
sample  of  sandy  or  dusty  cotton  shall  be  enclosed  in  a 
separate  wrapper. 

Sec.  6.  The  owner  of  the  cotton  shall,  at  his  own  ex- 
pense, cause  such  samples  to  be  delivered  at  the  classifi- 
cation room  of  the  board  of  cotton  examiners  with  which 
his  request  is  filed,  or  at  such  other  place  as  may  be  des- 
ignated for  the  purpose  by  the  chairman  of  the  board 
or  the  chief  of  the  bureau.  If  requested  by  such  owner, 
the  samples  shall  be  returned  to  him  at  his  expense  when 
the  opinion  of  the  board  as  to  the  classification  thereof 
is  sent  to  him  or  when  his  request  for  such  classification 
is  withdrawn  or  rejected;  otherwise  such  samples  shall 
be  disposed  of  in  accordance  with  section  8  of  regula- 
tion 13. 

Sec.  T.  The  examination  of  samples  pursuant  to  this 
regulation  shall  not  be  allowed  to  interfere  with  the 
regular  performance  by  a  board  of  cotton  examiners  of 
other  duties  imposed  upon  it  by  these  regulations. 

Sec.  8.  When  the  examination  of  any  lot  of  samples 
shall  have  been  completed  by  a  board  of  cotton  exam- 
iners pursuant  to  this  regulation,  the  chairman  of  such 
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board  shall  send  to  the  person  who  requested  the  same 
the  opinion  of  such  board  as  to  the  classification  of  such 
samples,  in  a  written  form  prescribed  for  the  purpose  by 
the  chief  of  the  bureau.  Such  opinion  shall  apply  only 
to  the  samples  described  therein  and  shall  not  be  deemed 
to  be  a  valid  cotton  class  certificate  for  the  purpose  of 
delivery  of  such  cotton  on  section  5  contracts,  nor  shall 
the  submission  of  such  samples  in  accordance  with  this 
regulation  in  any  way  relieve  the  owner  of  such  cotton 
from  compliance  with  the  act  and  with  regulations  other 
than  this  regulation. 

Regulation  13.     Costs  of  Classification  and  Certifi- 
cation. 

Section  1.  For  the  classification  and  certification  of 
cotton  pursuant  to  these  regulations,  except  as  otherwise 
hereinafter  provided,  whether  such  cotton  be  tenderable 
or  not,  the  person  requesting  the  classification  shall  pay 
a  fee  of  20  cents  per  bale. 

Sec.  2.  For  the  examination  of  samples  and  the  opinion 
regarding  the  classification  thereof  in  accordance  with 
regulation  12,  the  person  requesting  the  same  shall  pay 
the  fee  prescribed  by  section  1  of  this  regulation  for  each 
bale  of  cotton  involved.  Payment  of  such  fee  shall  be 
made  in  accordance  with  section  13  of  this  regulation  to 
such  board  of  cotton  examiners  before  the  issuance  of  its 
opinion. 

Sec.  3.  For  each  new  certificate  issued  in  substitution 
for  a  prior  certificate  at  the  request  of  the  holder  thereof, 
on  account  of  the  breaking  or  splitting  of  a  lot  of  cotton 
covered  thereby  or  otherwise  for  his  business  convenience, 
without  the  reclassification  of  the  cotton  involved,  the 
person  requesting  such  substitution  shall  pay  a  fee  of 
25  cents  when  the  number  of  bales  covered  by  the  'new 
certificate  is  10  or  less,  or  a  fee  of  50  cents  when  the 
number  of  bales  covered  by  such  certificate  is  more  than 
10,  but  no  fee  shall  be  assessed  in  case  the  system  per- 
mitted under  regulation  7,  section  12,  is  in  effect  and  there 
is  merely  the  transfer  of  the  certificate  to  a  storage  or 
press  receipt  covering  a  single  bale  only. 

Sec.  4.  For  the  review  of  the  classification  of  any 
cotton  the  applicant  shall  pay  a  fee  of  25  cents  per  bale, 
except  that  if  the  classification  of  more  than  10  per 
centum  of  the  bales  in  any  certificate  be  changed  no  fee 
shall  be  collected  for  such  review, 
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Sec.  5.  No  fee  shall  be  collected  for  a  new  cotton  class 
certificate  issued  in  lieu  of  a  prior  certificate  solely  for 
the  purpose  of  correcting  clerical  errors  therein  or  for  the 
purpose  of  substituting  a  new  form  applicable  to  out- 
standing certificates,  or  without  an  application  therefor. 

Sec.  6.  For  the  supervision  of  the  transfer  of  cotton  in 
accordance  with  regulation  11,  including  such  new  cer- 
tificates incidental  thereto  as  may  be  necessary  for  the 
delivery  of  such  cotton  upon  a  section  5  contract  without 
its  reclassification,  the  applicant  for  such  transfer  super- 
vision shall  pay  a  fee  of  20  cents  per  bale. 

Sec.  7.  When  the  request  for  the  classification  of  any 
cotton  shall  be  withdrawn  after  the  classification  of  such 
cotton  has  been  started  pursuant  to  such  request,  the 
person  making  the  request  for  the  classification  shall  pay 
the  fee  prescribed  by  section  1  of  this  regulation. 

Sec.  8.  Samples  not  removed  in  accordance  with  these 
regulations  and  loose  cotton  separated  from  the  samples 
in  the  handling  and  classification  thereof  by  a  board  shall 
become  the  property  of  the  Department  of  Agriculture. 
Such  cotton  shall  be  disposed  of  in  the  manner  prescribed 
for  other  property  by  the  property  regulations  of  the 
Department  of  Agriculture,  but  the  proceeds  thereof  shall 
be  deemed  to  be  part  of  the  costs  of  classification  pursuant 
to  these  regulations.  Such  proceeds  shall  be  deposited 
with  other  moneys  received  in  payment  of  costs  to  the 
credit  of  the  revolving  fund  provided  by  the  seventh  sub- 
division of  section  5  of  the  Act. 

Sec.  9.  When  the  inspection  and  sampling  or  the  super- 
vision of  the  transfer  of  any  cotton  shall  be  performed  at 
a  place  other  than  that  where  a  board  of  cotton  examiners 
or  supervisor  of  cotton  inspection  is  regularly  located, 
the  person  making  the  request  for  the  classification  or  the 
supervision  of  the  transfer  of  the  cotton  shall  pay.  in 
addition  to  the  costs  hereinbefore  prescribed,  the  neces- 
sary traveling  expenses  and  subsistence,  or  per  diem  in 
lieu  of  subsistence,  incurred  on  account  of  such  request, 
in  accordance  with  the  fiscal  regulations  of  the  Depart- 
ment of  Agriculture,  by  the  persons  employed  by  the  De- 
partment of  Agriculture  to  supervise  such  inspection  and 
sampling  or  transfer. 

Sec.  10.  The  expense  of  inspection  and  sampling,  the 
preparation  of  the  samples,  and  the  delivery  of  such 
samples  to  the  classification  room  of  the  board  of  cotton 
examiners,  or  other  place  specifically  designated  for  the 
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purpose  by  the  chief  of  the  bureau,  or  by  the  chairman 
of  such  board,  shall  be  borne  by  the  party  requesting  the 
classification  of  the  cotton  involved. 

Sec.  11.  The  bureau  shall  deliver  bills  to  all  persons 
from  whom  payment  for  fees  or  expenses  on  account  of 
such  services  shall  be  due.  Such  bills  shall  be  rendered 
as  soon  as  practicable  after  the  fifteenth  and  the  last  day 
of  each  month  for  amounts  due  and  unpaid  on  such  date. 
When  necessary  in  the  discretion  of  the  chairman  of  the 
board  or  the  chief  of  the  bureau,  any  bill  may  be  ren- 
dered at  an  earlier  date  for  any  fees  then  due  by  the  per- 
son to  whom  such  bill  shall  be  rendered.  Payment  of 
any  such  bill  shall  be  made  as  soon  as  possible  after  the 
rendition  thereof,  but  in  any  event  not  later  than  the 
expiration  of  two  weeks  thereafter. 

Sec.  12.  If  requested  by  the  chairman  of  the  board 
of  cotton  examiners  with  which  the  classification  re- 
quest is  required  to  be  filed  or  by  the  chief  of  the  bureau, 
the  person  from  whom  any  payment  under  this  regu- 
lation may  become  due  shall  make  an  advance  deposit 
to  cover  such  payment  in  such  amount  as  may  be  neces- 
sary in  the  judgment  of  the  official  requesting  the  same. 

Sec.  13.  Any  payment  or  advance  deposit  under  this 
regulation  shall  be  by  check,  certified  if  required  by  the 
official  rendering  the  bill,  or  by  draft  or  post-office  or 
express  money-order,  payable  to  the  order  of  "  Disburs- 
ing Clerk,  Department  of  Agriculture,"  and  shall  not 
be  made  in  cash. 

Regulation  14. — Spot  Markets. 

Section  1.  The  following  markets  have  been  deter- 
mined, after  investigation,  and  are  hereby  designated 
to  be  bona  fide  spot  markets  within  the  meaning  of  the 
Act. 

Atlanta,  Ga.  Galveston,  Tex.  Montgomery,  Ala. 

Augusta,  Ga.  Houston,  Tex.  New  Orleans,  La. 

Charleston,  S.  O.  little  Rock,  Ark.  Norfolk,  Va. 

Dallas,  Tex.  Memphis,  Tenn.  Paris.  Tex. 

Fort  Worth,  Tex.         Mobile,  Ala.  Savannah,  Ga, 

Sec.  2.  The  following  are  designated  as  spot  markets 
for  the  purpose  of  determining,  as  provided  in  section  6 
of  the  act,  the  differences  above  or  below  the  contract 
price  which  the  receiver  shall  pay  for  grades  other  than 
the  basis  grade  tendered  or  delivered  in  settlement  of 
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a  section  5  contract  in  the  event  there  be  no  bona  fide 
spot  market  at  or  in  the  place  in  which  the  future  trans- 
action occurs: 

Augusta.  Ga.  Little  Rock,  Ark.  New  Orleans.  La. 

Dallas,  Tex.  Memphis,  Tenn.  Norfolk,  Va. 

Galveston,   Tex.  Montgomery,   Ala.  Savannah,  Ga. 
Houston,  Tex. 

Regulation  15. — Price  Quotations  and  Differences. 

Section  1.  Every  bona  fid.e  spot  market  shall,  as  a 
condition  of  its  designation  and  of  the  retention  thereof 
for  the  purposes  of  the  act,  conform  to  sections  6,  7,  and 
8  of  the  act  and  the  requirements  of  this  regulation. 

Sec.  2.  The  prices  or  values  of  middling  cotton  and 
the  differences  between  the  prices  or  values  of  middling 
cotton  and  of  other  grades  of  cotton  in  each  bona  fide 
spot  market  shall  be  based  solely  upon  the  grades  of  the 
official  cotton  standards  of  the  United  States  and  shall 
be  the  actual  commercial  prices  or  values  and  differences 
established  by  the  sale  of  spot  cotton  in  such  bona  fide 
spot  market.  Such  prices  or  values  and  differences  shall 
be  determined  as  provided  in  said  sections  of  the  act  and 
this  regulation. 

Sec.  3.  There  shall  be  established  and  maintained  in 
each  bona  fide  spot  market  a  competent  quotation  com- 
mittee. The  organization  of  such  committee  and  its  per- 
sonnel shall  be  subject  to  the  approval  of  the  chief  of 
the  bureau,  and  any  member  of  such  committee  who  for 
good  cause  is  disapproved  by  the  chief  of  tlie  bureau 
shall,  after  due  notice,  be  replaced  by  another  person 
acceptable  for  the  purpose  to  the  chief  of  the  bureau. 
Such  committee  shall  impartially  and  carefully  ascertain 
and  publish  on  each  business  day  the  value  of  middling 
cotton  and  the  differences  between  the  prices  or  values  of 
middling  cotton  and  of  other  grades  of  cotton  repre- 
sented by  the  official  cotton  standards  of  the  United 
States.  The  committee  shall  disregard  any  transactions 
which  it  finds  were  not  bona  fide,  or  were  made  for  the 
purpose  of  influencing  its  action  improperly,  or  for 
other  good  reasons  do  not  represent  truly  the  commercial 
values  of  spot  cotton  in  its  market.  The  time  or  times  of 
ascertaining  and  publishing  such  prices  or  values  and 
differences  shall  be  uniform  in  all  the  bona  fide  spot 
markets  and  shall  be  fixed  subject  to  the  approval  of 
the  chief  of  the  bureau  so  as  to  cary  out  the  purposes  of 
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sections  5  and  6  of  the  act.  The  committee  shall  cause 
its  action  to  be  communicated  at  once  to  each  future  ex- 
change and  to  the  bureau. 

Sec,  4.  Each  such  quotation  committee  shall  provide 
itself  with,  or  have  ready  access  to,  a  full  set  of  the  prac- 
tical forms  of  the  official  cotton  standards  of  the  United 
States  for  grade  and  color  of  upland  cotton,  each  box  of 
which  shall  contain  a  certificate  of  the  Secretary  of  Agri- 
culttire  which  is  not  more,  than  eighteen  months  old  and 
which  has  not  been  canceled  as  provided  elsewhere  in 
these  regulations.  Such  committee,  or  a  person  author- 
ized to  act  for  it,  shall  obtain  complete  and  satisfactory 
information  not  later  than  the  close  of  business  on  each 
business  day  as  to  all  sales  of  spot  cotton  since  the  close 
of  the  next  preceding  business  day,  including  the  grades. 
the  prices  or  price  basis,  and  other  terms  of  sale  in  suffi- 
cient detail  to  enable  the  committee  to  perform  its  duties 
accurately.  Such  committee  shall  also  have  access  to 
the  samples  representing  the  cotton  involved  in  such 
sales.  A  record  of  such  information  shall  be  kept  sub- 
ject to  examination  at  any  reasonable  time  by  a  duly 
authorized  representative  of  the  bureau,  and  the  samples 
of  the  cotton  as  long  as  they  remain  in  the  possession  of 
any  party  to  the  transaction  in  such  market  shall  also  be 
available  for  such  examination. 

Sec.  5.  Whenever  no  sale  of  a  particular  grade  of  cot- 
ton shall  have  been  made  on  a  given  day  in  a  particular 
bona  fide  spot  market,  the  value  of  such  grade  in  that 
market  on  that  clay,  which  shall  be  used  in  calculating 
the  commercial  differences  to  be  applied,  pursuant  to  sec- 
tion 6  of  the  act,  in  the  settlement  of  a  section  5  contract, 
shall  be  determined  in  accordance  with  section  6  of  this 
regulation. 

Sec.  6.  Paragraph  1.  If  on  such  given  day  there  shall 
have  been  in  such  market  both  a  sale  of  any  higher  g\ 
and  a  sale  of  any  lower  grade,  the  average  of  the  declines, 
or  advances,  or  decline  and  advance,  as  the  case  may  be, 
of  the  next  higher  grade  and  the  next  lower  grade  so  sold, 
shall  be  deducted  from,  or  added  to,  as  the  case  may  be. 
the  value,  on  the  last  preceding  business  day.  of  the 
grade  the  value  of  which  on  such  given  clay  is  sought  to 
be  ascertained. 

Paragraph  2.  If  on  such  given  day  there  shall  have 
been  in   such   market    a   sale   of   either   a   higher   or   a 
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lower  grade,  but  not  sales  of  both,  the  decline,  or  ad- 
vance, of  the  next  higher,  or  the  next  lower  grade  so 
sold  shall  be  deducted  from,  or  added  to,  as  the  case 
may  be,  the  value,  on  the  last  preceding  business  day, 
of  the  grade  the  value  of  which  on  such  given  day  is 
sought  to  be  ascertained. 

Paragraph  3.  If  on  such  given  day  there  shall  have 
been  in  such  market  no  sale  of  spot  cotton  of  any  grade, 
the  value  of  each  grade  shall  be  deemed  to  be  the  same 
as  its  value  therein  on  the  last  preceding  business  day, 
unless  in  the  meantime  there  shall  have  been  bona  fide 
bids  and  offers,  or  sales  of  hedged  cotton,  or  other  sales 
of  cotton,  or  changes  in  prices  of  future  contracts  made 
subject  to  the  act,  which  in  the  usual  course  of  business 
wouid  clearly  establish  a  rise  or  fall  in  the  value  of  spot 
cotton  in  such  market,  in  which  case  such  rise  or  fall 
may  be  calculated  and  added  to  or  deducted  from  the 
value  on  the  preceding  business  day  of  cotton  of  all 
grades  affected  thereby. 

Sec.  7.  For  the  purpose  of  this  regulation,  values  shall 
be  expressed  in  terms  of  cents  and  hundredths  of  a 
cent.  A  fraction  of  a  hundredth,  when  equal  to,  or 
greater  than,  the  half  thereof,  shall  be  treated  as  a 
hundredth,  and,  when  less  than  a  half  of  a  hundredth, 
shall  be  disregarded. 

Sec  8.  The  details  of  the  method  of  carrying  out 
the  provisions  of  this  regulation  in  each  bona  fide  spot 
market  shall  be  subject  to  the  approval  of  the  chief  of 
the  bureau  or  shall  be  prescribed  by  him. 

Regulation  16. — Official  Cotton  Standards. 

Section  1.  "Practical  forms  of  the  official  cotton  stand- 
ards of  the  United  States,  certified  under  the  seal  of 
the  Department  of  Agriculture  and  under  the  signature 
of  the  Secretary  of  Agriculture,  thereto  affixed  by  him- 
self or  by  some  official  or  employee  of  the  Department 
of  Agriculture  thereunto  duly  authorized  by  the  Secre- 
tary, and,  in  the  case  of  standards  for  grade,  accom- 
panied by  photographs  representing  the  cotton  in  said 
practical  forms  at  the  time  of  certification,  will  be  fur- 
uished  when  established  by  him  to  any  person  request- 
ing the  same  upon  prepayment  of  the  cost  thereof,  as 
determined  by  the  Secretary,  and  subject  to  the  follow- 
ing conditions: 
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(a)  That  no  such  form  shall  be  considered  or  used 
as  representing  the  official  cotton  standards  of  the 
United  States  after  the  date  of  its  cancellation  in  ac- 
cordance with  this  section  nor,  in  any  event,  after  the 
expiration  of  eighteen  months  following  the  date  of  its 
certification. 

(b)  That  said  forms  and  the  photographs  accompany- 
ing them  shall  be  subject  to  inspection  on  any  business 
day,  between  the  hours  of  9  a.  m.  and  4  p.  m.,  by  the 
Secretary  or  by  any  officer  or  agent  of  the  Department 
of  Agriculture  authorized  by  the  chief  of  the  bureau. 

(c)  That  the  signature  of  the  Secretary  of  Agricul- 
ture certifying  to  any  practical  forms,  or  any  photo- 
graph of  any  type  or  sample  of  said  practical  forms  ac- 
companying the  same,  or  both,  may  be  canceled  if  it  be 
found,  upon  such  inspection,  either  that  any  of  said 
forms  for  any  reason  misrepresents  the  official  cotton 
standard  or  that  any  such  photograph  has  been  altered 
or  mutilated. 

Sec.  2.  Paragraph  1.  The  cost  of  a  set  of  practical 
forms  of  the  official  cotton  standards  for  the  nine  grades, 
middling  fair,  strict  good  middling,  good  middling, 
strict  middling,  middling,  strict  low  middling,  low 
middling,  strict  good  ordinary,  and  good  ordinary,  shall 
be  $45. 

Paragraph  2.  The  cost  of  a  set  of  practical  forms  of 
the  official  cotton  standards  for  yellow  tinged  cotton  of 
the  grades  of  good  middling,  strict  middling,  middling, 
strict  low  middling,  and  low  middling,  yellow  stained 
cotton  of  the  grades  of  good  middling,  strict  middling, 
and  middling,  and  blue  stained  cotton  of  the  grades  of 
good  middling,  strict  middling,  and  middling,  shall 
be  $55. 

Paragraph  3.  The  cost  of  a  set  of  practical  forms  of 
the  official  cotton  standards  for  American  Egyptian  cot- 
ton of  grades  1,  2,  3,  4,  and  5  shall  be  $25. 

Paragraph  4.  The  cost  of  a  set  of  practical  forms  of 
the  official  cotton  standards  for  Sea  Island  cotton  of 
grades  1,  2,  3,  4,  5,  and  6  shall  be  $30. 

Paragraph  5.  The  cost  of  a  fractional  part  of  any  of 
the  sets  mentioned  in  paragraphs  1,  2,  3,  and  4  shall  be 
at  the  rate  of  $5  for  each  box  contained  in  such  frac- 
tional part. 

Paragraph  6.  The  cost  of  a  set  of  practical  forms  oi 
the  official  cotton  standards  for  the  twelve  lengths  of 
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staple,  |,  £,  1,  1TV,  If,  1&,  t%  1*,  If,  If  If,  and  If 
inches  shall  be  $12.00,  and  the  cost  of  a  fractional  part  of 
such  set  shall  be  at  the  rate  of  $1  for  each  sample  con- 
tained in  such  fractional  part. 

Paragraph  7.  The  cost  of  new  samples  furnished  in 
replacement  of  old  samples  in  any  box  of  the  practical 
forms  mentioned  in  paragraphs  1,  2,  3,  4,  and  5  returned 
to  the  department  shall,  exclusive  of  the  box  container, 
be  at  the  rate  of  $4  for  each  box,  except  that,  when  the 
number  of  samples  so  furnished  is  five  or  less  in  one 
box,  the  cost  shall  be  at  the  rate  of  40  cents  for  each 
sample.  The  cost  of  each  new  box  container  furnished 
with  such  samples  shall  be  $1. 

Paragraph  8.  The  cost  of  practical  forms  of  the  offi- 
cial cotton  standards  which  may  hereafter  be  established 
shall  be  such  as  the-  Secretary  of  Agriculture  may  de- 
termine. 

Paragraph  9.  The  costs  prescribed  in  this  section  are 
exclusive  of  transportation  charges. 

Sec.  3.  Each  application  for  practical  forms  of  the 
official  cotton  standards  shall  be  upon  a  blank  furnished 
by  the  bureau,  incorporating  the  conditions  set  forth  in 
this  regulation,  signed  by  the  applicant,  and  shall  be 
accompanied  by  certified  check  or  post-office  or  express 
money  order  payable  to  "  Disbursing  Clerk,  Department 
of  Agriculture,-'  or  by  cash,  in  an  amount  sufficient  to 
cover  the  cost  of  the  forms  requested. 

Regulation  17. — Publications. 

Section  1.  Information  as  to  official  cotton  standards, 
and  investigations  under  the  act,  shall  be  published  from 

time  to  time. 


APPENDIX  I. 

UNITED  STATES  COTTON  FUTURES  ACT. 

[Approved  August  11,   191G,  39  Statutes  at  Large,  page  470  ;  Am 
March   4,   1919,   40   Statutes   at   Large,   pages   1348,    1351,   .1 
41  Statutes  at  Large,  page  725.] 

That  this  Act  shall  be  known  by  the  short  title  of  the  "  United 
States  cotton  futures  Act." 

Sec.  2.  That,  for  the  purposes  of  this  Act,  the  term  "  contra 
sale  "  shall  be  held  to  include  sales,  agreements  of  sale,  and  , 
ments  to  sell.  That  the  word  "  person,"  wherever  used  in  this 
Act,  shall  be  construed  to  import  the  plural  or  singular,  as  the 
case  demands,  and  shall  include  individuals,  associations,  partner- 
ships,  and  corporations.  When  construing  and  enforcing  the  pro- 
visions of  this  Act,  the  act,  omission,  or  failure  of  any  official, 
agent,  or  other  person  acting  for  or  employed  by  any  association, 
partnership,  or  corporation  within  the  scope  of  his  employment 
or  office,  shall,  in  every  case,  also  be  deemed  the  act,  omission,  or 
failure  of  such  association,  partnership,  or  corporation  as  well 
as  that  of  the  person. 

Sec.  3.  That  upon  each  contract  of  sale  of  any  cotton  for  future 
delivery  made  at,  on,  or  in  any  exchange,  board  of  trade,  or 
similar  institution  or  place  of  business,  there  is  hereby  levied  a 
tax  in  the  nature  of  an  excise  of  2  cents  for  each  pound  of  the 
cotton  involved  in  any  such  contract. 

Sec.  4.  That  each  contract  of  sale  of  cotton  for  future  delivery 
mentioned  in  section  three  of  this  Act  shall  be  in  writing  plainly 
stating,  or  evidenced  by  written  memorandum  showing,  the 
of  such   contract,   incf tiding  the  quantity   of  the  cotton    involve  1 
and  the  names  and  addresses  of  the  seller  and  buyer  in  su<h  con- 
tract, and  shall  be  signed  by  the  party  to  be  charged,  or  b 
agent  in  his  behalf.     If  the  contract  or  memorandum 
bales    the    quantity    of   the    cotton    involved,    without    giving    the 
weight,  each  bale  shall,  for  the  purposes  of  this  Act,  be  deemed  to 
weigh  five  hundred  pounds. 

Sec.  5.  That  no  tax  shall  be  levied  under  this  Art  on  any  eon- 
tract  of  sale  mentioned   in  sectiOD   three  hereof  if  the  i 
comply  with  each  of  the  following  conditions: 

First.  Conform  to  the  requirements  of  section  Co  .   id  the 

rules  and  regulations  made  pursuant   to,  this  Aci. 

Second.,  Specify  the  basis  grade  Cor  the  cotton  Involved  in  the 
contract,  which  shall  be  one  oi'  the  grades  for  whieh  standards 
are  established   by   the  Secretary  of  Agriculture, 
prohibited   from  being  delivered  on  a  contract  made  under 
section  by  the  Qtftb  subdivision  o\'  this  section,  the  price  per  . 
at  which  the  rotten  of  such  basis  grade  is  contra*  ti 
or  sold,  the  date  when  the  purchase  or  sale  was  made,  and  the 

(29) 
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inonjh  or  months  in  which  the  contract  is  to  be  fulfilled  or  settled  : 
Provided,  That  middling  shall  be  deemed  the  basis  grade  incor- 
porated into  the  contract  if  no  other  basis  grade  be  specified 
either  in  the  contract  or  in  the  memorandum  evidencing  the 
same. 

Third.  Provide  that  the  cotton  dealt  with  therein  or  delivered 
thereunder  shall  be  of  or  within  the  grades  for  which  standards 
are  established  by  the  Secretary  of  Agriculture  except  grades  pro- 
hibited from  being  delivered  on  a  contract  made  under  this  sec- 
tion by  the  fifth  subdivision  of  this  section  and  no  other  grade  or 
grades. 

Fourth.  Provide  that  in  case  cotton  of  grade  other  than  the 
basis  grade  be  tendered  or  delivered  in  settlement  of  such  con- 
tract, the  differences  above  or  below  the  contract  price  which  the 
receiver  shall  pay  for  such  grades  other  than  the  basis  grade  shall 
be  the  actual  commercial  differences,  determined  as  hereinafter 
provided. 

(Fifth.  Provide  that  cotton  that,  because  of  the  presence  of 
extraneous  matter  of  any  character  or  irregularities  or  defects, 
is  reduced  in  value  below  that  of  Good  Ordinary,  or  cotton  that 
is  below  the  grade  of  Good  Ordinary,  or,  if  tinged,  cotton  that  is 
below  the  grade  of  Low  Middling,  or,  if  stained,  cotton  that  is 
below  the  grade  of  Middliing,  the  grades  mentioned  being  of  the 
official  cotton  standards  of  the  United  States,  or  cotton  that  is 
less  than  seven-eighths  of  an  inch  in  length  of  staple,  or  cotton  of 
perished  staple  or  of  immature  staple,  or  cotton  that  is  "  gin  cut " 
or  reginned,  or  cotton  that  is  "  repacked  "  or  "false  packed  "  or 
"  mixed  packed  "  or  "  water  packed,"  shall  not  be  delivered  on, 
under,  or  in  settlement  of  such  contract.)      (See  foot-note.) 

Sixth.  Provide  that  all  tenders  of  cotton  under  such  contract 
shall  be  the  full  number  of  bales  involved  therein,  except  that 
such  variations  of  the  number  of  bales  may  be  permitted  as  is 
necessary  to  bring  the  total  weight  of  the  cotton  tendered  within 
the  provisions  of  the  contract  as  to  weight;  that,  on  the  fifth 
business  day  prior  to  delivery,  the  person  making  the  tender  shall 
give  to  the  person  receiving  the  same  written  notice  of  the  date 
of  delivery,  and  that,  on  or  prior  to  the  date  so  fixed  for  delivery, 
and  in  advance  of  final  settlement  of  the  contract,  the  person 
making  the  tender  shall  furnish  to  the  person  receiving  the  same 
a  written  notice  or  certificate  stating  the  grade  of  each  individual 
bale  to  be  delivered  and,  by  means  of  marks  or  numbers,  identify- 
ing each  bale  with  its  grade. 

Seventh.  Provide  that  all  tenders  of  cotton  and  settlements 
therefor  under  such  contract  shall  be  in  accordance  with  the 
classification  thereof  made  under  the  regulations  of  the  Secre- 
tary of  Agriculture  by  such  officer  or  officers  of  the  Government 
as  shall  be  designated  for  the  purpose,   and  the  costs  of  such 

Note. — A  proper  understanding  of  the  fifth  subdivision  of  section  5  of 
the  law  requires  an  examination  of  the  original  provisions  as  set  forth 
above  in  brackets,  the  language  of  the  amendments  thereto  of  March  4, 
1919,  the  report  of  the  House  Committee  on  Agriculture  in  connection  with 
these  amendments  (all  of  which  material  will  be  found  in  Appendix  II  of 
this  pamphlet),  and  sections  2  and  3  of  regulation  7  of  the  Secretary  of 
Agriculture. 
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classification  shall  be  fixed,  assessed,  collected,  and  paid  as  pro- 
vided in  such  regulations.  All  moneys  collected  as  such  costs 
may  be  used  as  a  revolving  fund  for  carrying  out  the  purposes 
of  this  subdivision,  and  section  nineteen  of  this  Act  is  amended 
accordingly. 

The  provisions  of  the  third,  fourth,  fifth,  sixth,  and  seventh  sub- 
divisions of  this  section  shall  be  deemed  fully  incorporated  into 
any  such  contract  if  there  be  written  or  printed  thereon,  or  on 
the  memorandum  evidencing  the  same,  at  or  prior  to  the  time 
the  same  is  signed,  the  phrase  "  Subject  to  United  States  cotton 
futures  Act,  section  five." 

The  Secretary  of  Agriculture  is  authorized  to  prescribe  regu- 
lations for  carrying  out  the  purposes  of  the  seventh  subdivision 
of  this  section,  and  the  certificates  of  the  officers  of  the  Gov- 
ernment as  to  the  classification  of  any  cotton  for  the  purposes  of 
said  subdivision  shall  be  accepted  in  the  courts  of  the  United 
States  in  all  suits  between  the  parties  to  such  contract,  or  their 
privies,  as  prima  facie  evidence  of  the  true  classification  of  the 
cotton  involved. 

Sec.  6.  That  for  the  purposes  of  section  five  of  this  Act  the 
differences  above  or  below  the  contract  price  which  the  receiver 
shall  pay  for  cotton  of  grades  above  or  below  the  basis  grade 
in  the  settlement  of  a  contract  of  sale  for  the  future  delivery  of 
cotton  shall  be  determined  by  the  actual  commercial  differences 
in  value  thereof  upon  the  sixth  business  day  prior  to  the  day 
fixed,  in  accordance  with  the  sixth  subdivision  of  section  five, 
for  the  delivery  of  cotton  on  the  contract,  established  by  the 
sale  of  spot  cotton  in  the  market  where  the  future  transaction 
involved  occurs  and  is  consummated  if  such  market  be  a  bona  fide 
spot  market ;  and  in  the  event  there  be  no  bona  fide  spot  market 
at  or  in  the  place  in  which  such  future  transaction  occurs,  then, 
and  in  that  case,  the  said  differences  above  or  below  the  contract 
price  which  the  receiver  shall  pay  for  cotton  above  or  below  the 
basis  grade  shall  be  determined  by  the  average  actual  commercial 
differences  in  value  thereof,  upon  the  sixth  business  day  prior 
to  the  day  fixed,  in  accordance  with  the  sixth  subdivision  of  sec- 
tion five,  for  the  delivery  of  cotton  on  the  contract,  in  the  spot 
markets  of  not  less  than  five  places  designated  for  the  purpose 
from  time  to  time  by  the  Secretary  of  Agriculture,  as  such  values 
were  established  by  the  sales  of  spot  cotton,  in  such  designated 
five  or  more  markets :  Provided,  That  for  the  purposes  of  this 
section  such  values  in  the  said  spot  markets  be  based  upon  the 
standards  for  grades  of  cotton  established  by  the  Secretary  of 
Agriculture:  And  provided  further.  That  whenever  the  value  of 
one  grade  is  to  be  determined  from  the  sale  or  sales  of  spot  cot- 
ton of  another  grade  or  grades,  such  value  shall  be  fixed  in  ac- 
cordance with  rules  and  regulations  which  shall  be  prescribed 
for  the  purpose  by  the  Secretary  of  Agriculture. 

Sec.  6A.  That  no  tax  shall  be  levied  under  this  Act  on  any 
contract  of  sale  mentioned  in  section  three  hereof  if  the  contract 
provide  that,  in  case  cotton  of  grade  or  grades  other  than  the 
basis  grade  specified  in  the  contract  shall  be  tendered  in  per- 
formance of  the  contract,  the  parties  to  such  contract  may  agree. 
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at  the  time  of  the  tender,  as  to  the  price  of  the  grade  or  grades 
so  tendered,  and  that  if  they  shall  not  then  agree  as  to  such  price, 
then,  and  in  that  event,  the  buyer  of  said  contract  shall  have  the 
right  to  demand  the  specific  fulfillment  of  such  contract  by  the 
actual  delivery  of  cotton  of  the  basis  grade  named  therein  and 
at  the  price  specified  for  such  basis  grade  in  said  contract,  and  if 
the  contract  also  comply  with  all  the  terms  and  conditions  of 
section  five  hereof  not  inconsistent  with  this  section:  Provided, 
That  nothing  in  this  section  shall  be  so  construed  as  to  relieve 
from  the  tax  levied  by  section  three  of  this  Act  any  contract  in 
which,  or  in  the  settlement  of  or  in  respect  to  which,  any  device 
or  arrangement  whatever  is  resorted  to,  or  any  agreement  is  made, 
for  the  determination  or  adjustment  of  the  price  of  the  grade  or 
grades  tendered  other  than  the  basis  grade  specified  in  the  con- 
tract by  any  "  fixed  difference  "  system,  or  by  arbitration,  or  by 
any  other  method  not  provided  for  by  this  Act. 

Contracts  made  in  compliance  with  this  section  shall  be  known 
as  "  Section  six  A  Contracts."  The  provisions  of  this  section  shall 
be  deemed  fully  incorporated  into  any  such  contract  if  there 
be  written  or  printed  thereon,  or  on  the  memorandum  evidencing 
the  same,  at  or  prior  to  the  time  the  same  is  signed,  the  phrase 
"  Subject  to  United  States  cotton  futures  Act,  section  six  A."' 

Section  ten  of  this  Act  shall  not  be  construed  to  apply  to  any 
contract  of  sale  made  in  compliance  with  section  six  A  hereof. 

Sec.  7.  That  for  the  purposes  of  this  Act  the  only  markets  which 
shall  be  considered  bona  fide  spot  markets  shall  be  those  which 
the  Secretary  of  Agriculture  shall,  from  time  to  time,  after 
investigation,  determine  and  designate  to  be  such,  and  of  which 
he  shall  give  public  notice. 

Sec.  8.  That  in  determining,  pursuant  to  the  provisions  of  this 
Act,  what  markets  are  bona  fide  spot  markets,  the  Secretary  of 
Agriculture  is  directed  to  consider  only  markets  in  which  spot 
cotton  is  sold  in  such  volume  and  under  such  conditions  as  cus- 
tomarily to  reflect  accurately  the  value  of  middling  cotton  and 
the  differences  between  the  prices  or  values  of  middling  cotton 
and  of  other  grades  of  cotton  for  which  standards  shall  have  been 
established  by  the  Secretary  of  Agriculture:  Provided,  That  if 
there  be  not  sufficient  places,  in  the  markets  of  which  are  made 
bona  fide  sales  of  spot  cotton  of  grades  for  which  standards 
are  established  by  the  Secretary  of  Agriculture,  to  enable  him  to 
designate  at  least  five  spot  markets  in  accordance  with  section 
six  of  this  Act,  he  shall,  from  data  as  to  spot  sales  collected  by 
him,  make  rules  and  regulations  for  determining  the  actual  com- 
mercial differences  in  the  value  of  spot  cotton  of  the  grades  estab- 
lished by  him  as  reflected  by  bona  fide  sales  of  spot  cotton,  of  the 
same  or  different  grades,  in  the  markets  selected  and  designated 
by  him,  from  time  to  time,  for  that  purpose,  and  in  that  event, 
differences  in  value  of  cotton  of  various  grades  involved  in  con- 
tracts made  pursuant  to  section  five  of  this  Act  shall  be  deter- 
mined in  compliance  with  such  rules  and  regulations. 

Provided  firrtlwr,  That  it  shall  be  the  duty  of  any  person  en- 
gaged in  the  business  of  dealing  in  cotton,  when  requested  by  the 
Secretary  of  Agriculture  or  any  agent  acting  under  his  instruc- 


tions,  to  answer  correctly  to  the  best  of  his  knowledge,  under  oath 
or  otherwise,  all  questions  touching  his  knowledge  of  the  number 
of  bales,  the  classification,  the  price  or  bona  fide  price  offered, 
and  other  terms  of  purchase  or  sale,  of  any  cotton  involved  in  any 
transaction  participated  in  by  him,  or  to  produce  all  books,  letters, 
papers,  or  documents  in  his  possession  or  under  his  control  re- 
lating to  such  matter.  Any  such  person  who  shall,  within  a  rea- 
sonable time  prescribed  by  the  Secretary  of  Agriculture  or  such 
agent,  willfully  fail  or  refuse  to  answer  such  questions  or  to 
produce  such  books,  letters,  papers,  or  documents,  or  who  shall 
willfully  give  any  answer  that  is  false  or  misleading,  shall  be 
guilty  of  a  misdemeanor,  and  upon  conviction  thereof  shall  be 
punished  by  a  fine  not  exceeding  $500. 

Sec.  9.  That  the  Secretary  of  Agriculture  is  authorized,  from 
time  to  time,  to  establish  and  promulgate  standards  of  cotton  by 
which  its  quality  or  value  may  be  judged  or  determined,  includ- 
ing its  grade,  length  of  staple,  strength  of  staple,  color,  and  such 
other  qualities,  properties,  and  conditions  as  may  be  standardized 
in  practical  form,  which,  for  the  purposes  of  this  Act,  shall  be 
known  as  the  "  Official  cotton  standards  of  the  United  States," 
and  to  adopt,  change,  or  replace  the  standard  for  any  grade  of 
cotton  established  under  the  Act  making  appropriations  for  the 
Department  of  Agriculture  for  the  fiscal  year  ending  June  thir- 
tieth, nineteen  hundred  and  nine  (Thirty-five  Statutes  at  Large, 
page  two  hundred  and  fifty-one),  and  Acts  supplementary  thereto : 
Provided,  That  any  standard  of  any  cotton  established  and  pro- 
mulgated under  this  Act  by  the  Secretary  of  Agriculture  shall  not 
be  changed  or  replaced  within  a  period  less  than  one  year  from 
and  after  the  date  of  the  promulgation  thereof  by  the  Secretary 
of  Agriculture:  Provided  further,  That,  subsequent  to  six  months 
after  the  date  section  three  of  this  Act  becomes  effective,  no 
change  or  replacement  of  any  standard  of  any  cotton  established 
and  promulgated  under  this  Act  by  the  Secretary  of  Agriculture 
shall  become  effective  until  after  one  year's  public  notice  thereof, 
which  notice  shall  specify  the  date  when  the  same  is  to  become  ef- 
fective. The  Secretary  of  Agriculture  is  authorized  and  directed 
to  prepare  practical  forms  of  the  official  cotton  standards  which 
shall  be  established  by  him,  and  to  furnish  such  practical  forms 
from  time  to  time,  upon  request,  to  any  person,  the  cost  thereof,  as 
determined  by  the  Secretary  of  Agriculture,  to  be  paid  by  the  per- 
son requesting  the  same,  and  to  certify  such  practical  forms  under 
the  seal  of  the  Department  of  Agriculture  and  under  the  signature 
of  the  said  Secretary,  thereto  affixed  by  himself  or  by  some  offi- 
cial or  employee  of  the  Department  of  Agriculture  thereunto  duly 
authorized  by  the  said  Secretary. 

Sec.  10.  That  no  tax  shall  be  levied  under  this  Act  on  any  con- 
tract of  sale  mentioned  in  section  three  hereof,  if  the  contract 
comply  with  each  of  the  following  conditions  : 

First.  Conform  to  the' rules  and  regulations  made  pursuant  to 
this  Act. 

Second.  Specify  the  grade,  type,  sample,  or  description  of  the 
cotton  involved  in  the  contract,  the  price  per  pound  at  which  such 
cotton  is  contracted  to  be  bought  or  sold,  the  date  of  the  purchase 
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or  sale,  and  the  time  when  shipment  or  delivery  of  such  cotton  is 
to  be  made. 

Third.  Provide  that  cotton  of  or  within  the  grade  or  of  the  type, 
or  according  to  the  sample  or  description,  specified  in  the  contract 
shall  be  delivered  thereunder,  and  that  no  cotton  which  does  not 
conform  to  the  type,  sample,  or  description,  or  which  is  not  of  or 
within  the  grade  specified  in  the  contract  shall  be  tendered  or  de- 
livered thereunder. 

Fourth.  Provide  that  the  delivery  of  cotton  under  the  contract 
shall  not  be  effected  by  means  of  M  set-off  M  or  "  ring  "  settlement, 
bur  only  by  the  actual  transfer  of  the  specified  cotton  mentioned 
in  the  contract. 

The  provisions  of  the  first,  third,  and  fourth  subdivisions  of  this 
section  shall  be  deemed  fully  incorporated  into  any  such  contract 
If  there  be  written  or  printed  thereon,  or  on  the  document  or 
memorandum  evidencing  the  same,  at  or  prior  to  the  time  the  same 
is  entered  into,  the  words  "  subject  to  United  States  cotton  futures 
Act.  section  ten." 

This  Act  shall  not  be  construed  to  impose  a  tax  on  any  sale  of 
spot  cotton. 

This  section  shall  not  be  construed  to  apply  to  any  contract  of 
sale  made  in  compliance  with  section  five  of  this  Act. 

Sec.  11.  That  the  tax  imposed  by  section  three  of  this  Act  shall 
be  paid  by  the  seller  of  the  cotton  involved  in  the  contract  of  sale, 
by  means  of  stamps  which  shall  be  affixed  to  such  contracts,  or  to 
the  memoranda  evidencing  the  same,  and  canceled  in  compliance 
with  rules  and  regulations  which  shall  be  prescribed  by  the  Sec- 
retary of  the  Treasury. 

Sec.  12.  That  no  contract  of  sale  of  cotton  for  future  delivery 
mentioned  in  section  three  of  this  Act  which  does  not  conform  to 
the  requirements  of  section  four  hereof  and  has  not  the  necessary 
stamps  affixed  thereto  as  required  by  section  eleven  hereof  shall 
be  enforceable  in  any  court  of  the  United  States  by,  or  on  behalf 
of,  any  party  to  such  contract  or  his  privies. 

Sec  13.  That  the  Secretary  of  the  Treasury  is  authorised  to 
make  and  promulgate  such  rules  and  regulations  as  he  may  deem 
necessary  to  collect  the  tax  imposed  by  this  Act  and  otherwise  to 
enforce  its  provisions.  Further  to  effect  this  purpose,  he  shall 
require  all  persons  coming  within  its  provisions  to  keep  such 
records  and  statements  of  account,  and  may  require  such  persons 
to  make  such  returns  verified  under  oath  or  otherwise,  as  will 
fully  and  correctly  disclose  all  transactions  mentioned  in  section 
three  of  this  Act,  including  the  making,  execution,  settlement, 
and  fulfillment  thereof:  he  may  require  all  persons  who  act 
in  the  capacity  of  a  clearing  house,  clearing  association,  or 
similar  institution  for  the  purpose  of  clearing,  settling,  or  ad- 
justing transactions  mentioned  in  section  three  of  this  Act  to 
keep  such  records  and  to  make  such  returns  as  will  fully  and 
correctly  disclose  all  facts  in  their  possession  relating  to  such 
transactions:  and  he  may  appoint  agents  to  conduct  the  inspec- 
tion necessary  to  collect  said  tax  and  otherwise  to  enforce  this 
Act  and  all  rules  and  regulations  made  by  him  in  pursuance 
hereof,  and  may  fix  the  compensation  of  such  agents.     The  pro- 
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visions  of  the  internal-revenue  laws  of  the  United  States,  so 
far  as  applicable,  including  sections  thirty-one  hundred  and 
seventy-three,  thirty-one  hundred  and  seventy-four,  and  thirty- 
one  hundred  and  seventy-five  of  the  Revised  Statutes,  as  amended, 
are  hereby  extended,  and  made  to  apply,  to  this  Act. 

Sec.  14.  That  any  person  liable  to  the  payment  of  any  tax 
imposed  by  this  Act  who  fails  to  pay,  or  evades  or  attempts  to 
evade  the  payment  of  such  tax,  and  any  person  who  otherwise 
violates  any  provision  of  this  Act,  or  any  rule  or  regulation  made 
in  pursuance  hereof,  shall  be  deemed  guilty  of  a  misdemeanor, 
and,  upon  conviction  thereof, .  shall  be  fined  not  less  than  $100 
nor  more  than  $20,000,  in  the  discretion  of  the  court ;  and,  in 
case  of  natural  persons,  may,  in  addition,  be  punished  by  im- 
prisonment for  not  less  than  sixty  days  nor  more  than  three 
years,  in  the  discretion  of  the  court. 

Sec  15.  That  in  addition  to  the  foregoing  punishment  there 
is  hereby  imposed,  on  account  of  each  violation  of  this  Act,  a 
penalty  of  $2,000,  to  be  recovered  in  an  action  founded  on  this 
Act  in  the  name  of  the  United  States  as  plaintiff,  and  when 
so  recovered  one-half  of  said  amount  shall  be  paid  over  to  the 
person  giving  the  information  upon  which  such  recovery  was 
based.  It  shall  be  the  duty  of  United  States  attorneys,  to  whom 
satisfactory  evidence  of  violations  of  this  Act  is  furnished,  to 
institute  and  prosecute  actions  for  the  recovery  of  the  penalties 
prescribed  by  this  section. 

Sec  16.  That  no  person  whose  evidence  is  deemed  material  by 
the  officer  prosecuting  on  behalf  of  the  United  States  in  any 
case  brought  under  any  provision  of  this  Act  shall  withhold  his 
testimony  because  of  complicity  by  him  in  any  violation  of  this 
Act  or  of  any  regulation  made  pursuant  to  this  Act,  but  any 
such  person  called  by  such  officer  who  testifies  in  such  case  shall 
be  exempt  from  prosecution  for  any  offense  to  which  his  testi- 
mony relates. 

Sec  17.  That  the  payment  of  any  tax  levied  by  this  Act  shall 
not  exempt  any  person  from  any  penalty  or  punishment  now  or 
hereafter  provided  by  the  laws  of  any  State  for  entering  into 
contracts  of  sale  of  cotton  for  future  delivery,  nor  shall  the 
payment  of  any  tax  imposed  by  this  Act  be  held  to  prohibit  any 
State  or  municipality  from  imposing  a  tax  on  the  same  trans- 
action. 

Sec.  18.  That  there  is  hereby  appropriated,  out  of  any  moneys 
in  the  Treasury  not  otherwise  appropriated,  for  the  fiscal  year 
ending  June  thirtieth,  nineteen  hundred  and  sixteen,  the  unex- 
pended balance  of  the  sum  appropriated  by  the  Act  of  March 
fourth,  nineteen  hundred  and  fifteen  (Thirty-eight  Statutes  at 
Large,  page  one  thousand  and  seventeen),  for  "collecting  the 
cotton  futures  tax."  or  so  much  thereof  as  may  be  necessary, 
to  enable  the  Secretary  of  the  Treasury  to  carry  out  the  pro- 
visions of  this  Act  and  any  duties  remaining  to  be  performed 
by  him  under  the  United  States  cotton  futures  Act  of  August 
eighteenth,  nineteen  hundred  and  fourteen  (Thirty-eight  Statutes 
at  Large,  page  six  hundred  and  ninety-three). 

Sec  19.  That  there  are  hereby  appropriated,  out  of  any  moneys 
in  the  Treasury  not  otherwise  appropriated,  available  until  ex- 
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pended,  the  unexpended  balance  of  the  sum  of  $150,000  appro- 
priated by  section  twenty  of  the  said  Act  of  August  eighteenth, 
nineteen  hundred  and  fourteen,  and  for  the  fiscal  year  ending 
June  thirtieth,  nineteen  hundred  and  sixteen,  the  unexpended 
balance  of  the  sum  of  $75,000  appropriated  for  the  "  Enforcement 
of  the  United  States  cotton  futures  Act "  by  the  Act  making 
appropriations  for  the  Department  of  Agriculture  for  the  fiscal 
year  ending  June  thirtieth,  nineteen  hundred  and  sixteen  (Thirty- 
eight  Statutes  at  Large,  page  one  thousand  and  eighty-six), 
or  so  much  of  each  of  said  unexpected  balances  as  may  be  neces- 
sary, to  be  used  by  the  Secretary  of  Agriculture  for  the  same 
purposes,  in  carrying  out  the  provisions  of  this  Act,  as  those  for 
which  said  sums,  respectively,  were  originally  appropiated,  and 
to  enable  the  Secretary  of  Agriculture  to  carry  out  any  duties 
remaining  to  be  performed  by  him  under  the  said  Act  of  August 
eighteenth,  nineteen  hundred  and  fourteen.  The  Secretary  of 
Agriculture  is  hereby  directed  to  publish  from  time  to  time  the 
results  of  investigations  made  in  pursuance  of  this  Act.  All 
sums  collected  by  the  Secretary  of  Agriculture  as  costs  under 
section  five,  or  for  furnishing  practical  forms  under  section  nine, 
of  this  Act,  shall  be  deposited  and  covered  into  the  Treasury  as 
miscellaneous  receipts. 

Sec  20.  That  sections  nine,  eighteen,  and  nineteen  of  this  Act 
and  all  provisions  of  this  Act  authorizing  rules  and  regulations 
to  be  prescribed  shall  be  effective  immediately.  All  other  sections 
of  this  Act  shall  become  and  be  effective  on  and  after  the  first  day 
of  the  calendar  month  next  succeeding  the  date  of  the  passage  of 
this  Act:  Provided,  That  nothing  in  this  Act  shall  be  construed 
to  apply  to  any  contract  of  sale  of  any  cotton  for  future  delivery 
mentioned  in  section  three  of  this  Act  which  shall  have  been  made 
prior  to  the  first  day  of  the  calendar  month  next  succeeding  the 
date  of  the  passage  of  this  Act. 

Sec.  21.  That  the  Act  entitled  "An  Act  to  tax  the  privilege  of 
dealing  on  exchanges,  boards  of  trade,  and  similar  places  in  con- 
tracts of  sale  of  cotton  for  future  delivery,  and  for  other  pur- 
poses, "  approved  August  eighteenth,  nineteen  hundred  and  four- 
teen (Thirty-eight  Statutes  at  Large,  page  six  hundred  and  ninety- 
three),  is  hereby  repealed,  effective  on  and  after  the  first  day  of 
the  calendar  month  next  succeeding  the  date  of  the  passage  of 
this  Act :  Provided,  That  nothing  in  this  Act  shall  be  construed 
to  affect  any  right  or  privilege  accrued,  any  penalty  or  liability 
incurred,  or  any  proceeding  commenced  under  said  Act  of  August 
eighteenth,  nineteen  hundred  and  fourteen,  or  to  diminish  any 
authority  conferred  by  said  Act  on  any  official  of  the  United  States 
necessary  to  enable  him  to  carry  out  any  duties  remaining  to  be 
performed  by  him  under  the  said  Act.  or  to  impair  the  effect  of 
the  findings  of  the  Secretary  of  Agriculture  upon  any  dispute 
referred  to  him  under  said  Act,  or  to  affect  any  right  in  respect 
to,  or  arising  out  of,  any  contract  mentioned  in  section  three  of 
said  Act,  made  on  or  subsequent  to  February  eighteenth,  nineteen 
hundred  and  fifteen,  and  prior  to  the  first  day  of  the  calendar 
month  next  succeeding  the  date  of  the  passage  of  this  Act,  but 
so  far  as  concerns  any  such  contract  said  Act  of  August  eighteenth, 
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uinenteen  hundred  and  fourteen,  shall  remain  in  force  with  the 
same  effect  as  if  this  Act  had  not  been  passed. 

Sec.  22.  That  if  any  clause,  sentence,  paragraph,  or  part  of  this 
Act  shall  for  any  reason  be  adjudged  by  any  court  of  competent 
jurisdiction  to  be  invalid,  such  judgment  shall  not  affect,  impair, 
or  invalidate  the  remainder  thereof,  but  shall  be  confined  in  its 
operation  to  the  clause,  sentence,  paragraph,  or  part  thereof 
directly  involved  in  the  controversy  in  which  such  judgment  shall 
have  been  rendered. 


APPENDIX  II. 

AMENDMENTS  OF  MARCH  4,  1919,  TO  UNITED  STATES 
COTTON  FUTURES  ACT.  (40  STATUTES  AT  LARGE, 
PAGE  476.) 

That  the  United  States  cotton  futures  Act,  approved  August 
eleven,  nineteen  hundred  and  sixteen  (Thirty -nine  Statutes  at 
Large,  page  four  hundred  and  seventy-six),  is  hereby  amended  as 
follows : 

In  the  fifth  subdivision  of  section  five  of  said  Act.  strike  out 
the  words  "  good  ordinary  "  whenever  the  same  occur  and  substi- 
tute therefor  the  words  "  low  middling "  ;  strike  out  the  words 
"  low  middling  "  and  substitute  therefor  the  word  "  middling " ; 
and  strike  out  the  words  "  if  stained,  cotton  that  is  below  the 
grade  of  middling  "  and  substitute  therefor  the  words  "  if  yellow 
stained,  cotton  that  is  below  the  grade  of  strict  middling,  or.  if 
blue  stained,  cotton  that  is  belowT  the  grade  of  good  middling,"  so 
that  the  said  subdivision  shall  read  as  follows : 

"  Fifth.  Provide  that  cotton  that,  because  of  the  presence  of 
extraneous  matter  of  any  character,  or  irregularities  or  defects, 
is  reduced  in  value  below  that  of  low  middling,  or  cotton  that  is 
below  the  grade  of  low  middling,  or,  if  tinged,  cotton  that  is  below 
the  grade  of  strict  middling,  or,  ii  yellow  stained,  cotton  that  is 
below  the  grade  of  good  middling,  the  grades  mentioned  being  of 
the  official  cotton  standards  of  the  United  States,  or  cotton  that  is 
less  than  seven-eighths  of  an  inch  in  length  of  staple,  or  cotton 
of  perished  staple  or  of  immature  staple,  or  cotton  that  is  '  gin 
cut '  or  reginned,  or  cotton  that  is  repacked  '  or  '  false  packed  '  or 
'  mixed  packed '  or  '  water  packed,'  shall  not  be  delivered  on, 
under,  or  in  settlement  of  such  contract." 

Strike  out  the  sentence  comprising  the  seventh  subdivision  of 
section  five  of  said  Act  and  substitute  therefor  the  following: 

"  Seventh.  Provide  that  all  tenders  of  cotton  and  settlements 
therefor  under  such  contract  shall  be  in  accordance  with  the  classi- 
fication thereof  made  under  the  regulations  of  the  Secretary  of 
Agriculture  by  such  officer  or  officers  of  the  Government  as  shall 
be  designated  for  the  purpose,  and  the  costs  of  such  classification 
shall  be  fixed,  assessed,  collected,  and  paid  as  provided  in  such 
regulations.  All  moneys  collected  as  such  costs  may  be  used  as  a 
revolving  fund  for  carrying  out  the  purposes  of  this  subdivision, 
and  section  nineteen  of  this  Act  is  amended  accordingly." 

Strike  out  the  last  sentence  of  section  five  of  said  Act  and 
substitute  therefor  the  following: 

"  The  Secretary  of  Agriculture  is  authorized  to  prescribe  regu- 
lation's for  carrying  out  the  purposes  of  the  seventh  subdivision 
of  this  section,  and  the  certificates  of  the  officers  of  the  Govern- 
ment as  to  the  classification  of  any  cotton  for  the  purposes  of 
said  subdivision  shall  be   accepted  in  the  courts  of  the  United 
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States  in  all  suits  between  the  parties  to  such  contract,  or  their 
privies,  as  prima  facie  evidence  of  the  true  classification  of  the 
cotton  involved." 

The  foregoing  amendments  to  section  five  of  said  Act  shall 
become  effective  on  and  after  the  approval  of  this  Act,  but 
nothing  herein  shall  be  construed  to  diminish  any  authority  con- 
ferred on  any  official  of  the  United  States  necessary  to  enable 
him  to  carry  out  any  duties  remaining  to  be  performed  by  him 
under  said  Act  as  unamended,  or  to  impair  the  effect  of  such 
Act  as  to  any  contract  subject  to  its  provisions  entered  into 
prior  to  the  effective  date  of  said  amendments,  or  to  impair  the 
effect  of  the  findings  of  the  Secretary  of  Agriculture  upon  any 
dispute  referred  to  him  under  said  section  five  as  unamended. 

Effective  on  and  after  the  date  of  the  passage  of  this  Act, 
insert  at  the  end  of  section  eight  of  said  Act  the  following: 

"Provided  further,  That  it  shall  be  the  duty  of  any  person 
engaged  in  the  business  of  dealing  in  cotton,  when  requested 
by  the  Secretary  of  Agriculture  or  any  agent  acting  under  his 
instructions,  to  answer  correctly  to  the  best  of  his  knowledge, 
under  oath  or  otherwise,  all  questions  touching  his  knowledge 
of  the  number  of  bales,  the  classification,  the  price  or  bona  fide 
price  offered,  and  other  terms  of  purchase  or  sale,  of  any  cotton 
involved  in  any  transaction  participated  in  by  him,  or  to  produce 
all  books,  letters,  papers,  or  documents  in  his  possession  or  under 
his  control  relating  to  such  matter.  Any  such  person  who  shall, 
within  a  reasonable  time  prescribed  by  the  Secretary  of  Agricul- 
ture or  such  agent,  willfully  fail  or  refuse  to  answer  such  ques- 
tions or  to  produce  such  books,  letters,  papers,  or  documents,  or 
who  shall  willfully  give  any  answer  that  is  false  or  misleading, 
shall  be  guilty  of  a  misdemeanor,  and  upon  conviction  thereof 
shall  be  punished  by  a  fine  not  exceeding  $500." 

EXTRACT  FROM  THE  REPORT  OF  THE  COMMITTEE  ON 
AGRICULTURE  OF  THE  HOUSE  OF  REPRESENTA- 
TIVES ON  THE  CHANGES  WHICH  WERE  MADE  BY 
THE  AMENDMENTS  OF  MARCH  4,  1919,  TO  THE 
UNITED   STATES   COTTON  FUTURES   ACT. 


"  Under   the   present   Act   the    following  20 
are  deliverable  upon  contract : 


;rades   of   cotton 


White. 

Yellow  tinged. 

Yellow  stained. 

Blue  stained. 

Middling  fair. 
Strict  good  middling. 
Good  middling. 
Strict  middling. 
Middling. 

Strict  low  middling 
Low  middling. 
Strict  good  ordinary. 
Good  ordinary. 

Good  middling. 

Strict  middling. 

Middling. 

Strict  low  middling. 

Low  middling. 

Good  middling. 
Strict  middling. 
Middling. 

Good  middling. 
Strict  middling. 
Middling. 

Cosiderable  low-grade  cotton,  under  the  present  law,  is  tender- 
able,  with  the  effect  of  greatly  depressing  the  value  of  the  contract, 
which  is  a  basis  for  spot  quotation.  As  amended,  the  act  will 
permit  the  delivery  upon  contract  of  the  following  10  grades: 
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White. 

Yellow  tinged. 

Yellow  stained. 

Middling  fair. 

Strict  good  middling. 

Good  middling. 

Strict  middling. 

Middling. 

Strict  low  middling. 

Low  middling. 

Good  middling. 
Strict  middling. 

Good  middling. 

EXTRACT  FROM  THE  ACT  OF  MAY  31,  1920.  (41  STAT- 
UTES AT  LARGE,  PAGES  694,  725.) 

That  the  amendments  relating  to  cotton  provided  for  in  section 
6  of  the  Act  known  as  the  wheat  guarantee  Act,  approved  March 
4,  1919.  are  hereby  recognized  and  declared  to  be  permanent  legis- 
lation. 
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REPORT  FROM  HOUSE  COMMITTEE  ON  SMITH-LEVER 
(COTTON  FUTURES)  ACT 


18505b— 22 1 


63d  Congress,  )    HOUSE  OF  REPEESENTATIVES.   j     Report 
2d  Session.      )  [     No.  765. 


TRADING  IN  COTTON  FUTURES. 


June  4,  1914. — Committed  to  the  Committee  of  the  Whole  House  on  the  state  of  the 
Union  and  ordered  to  be  printed. 


Mr.  Lever,  from  the  Committee  on  Agriculture,  submitted  the  fol- 
lowing 

REPORT. 

[To  accompany  S.  110.] 

The  Committee  on  Agriculture,  to  whom  was  referred  the  bill 
(S.  110)  to  regulate  trading  in  cotton  futures  and  provide  for  the 
standardization  of  "upland"  and  "Gulf"  cottons  separately,  having 
considered  the  same,  report  thereon  with  a  recommendation  that  it 
do  pass  with  the  following  amendments : 

Strike  out  all  after  the  enacting  words  and  insert  in  lieu  thereof 
the  following:     | ,»c..  [s 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled.  That  this  act  shall  be  known  by  the  short  title  of  the  "United 
States  cotton  futures  act. ' ' 

Sec.  2.  That,  for  the  purposes  of  this  act,  the  term  "contract  of  sale' '  shall  be  held 
to  include  sales,  agreements  of  sale,  and  agreements  to  sell.  That  the  word  '"person, ' ' 
wherever  used  in  this  act,  shall  be  construed  to  import  the  plural  or  singular,  as  the 
case  demands,  and  shall  include  individuals,  associations,  partnerships,  and  corpo- 
rations. When  construing  and  enforcing  the  provisions  of  this  act,  the  act.  omission, 
or  failure  of  any  official,  agent,  or  other  person  acting  for  or  employed  by  any  associ- 
ation, partnership,  or  corporation  within  the  scope  of  his  employment  or  office,  shall, 
in  every  case,  also  be  deemed  the  act,  omi  sion,  or  failure  of  such  association,  part- 
nership, ^r  corporation  as  well  as  that  of  the  person. 

Sec.  3.  That  upon  each  contract  of  sale  of  any  cotton  for  future  delivery  made  at, 
on,  or  in  any  exchange,  board  of  trade,  or  similar  institution  or  place  of  business, 
there  is  hereby  levied  a  tax  in  the  nature  of  an  excise  of  1  cent  for  each  pound  of  the 
cotton  involved  in  any  such  contract. 

t  Sec.  4.  That  each  contract  of  sale  of  cotton  for  future  delivery  mentioned  in  sec- 
tion three  of  this  act  shall  be  in  writing  plainly  stating,  or  evidenced  by  written 
memorandum  showing,  the  terms  of  such  contract,  including  the  quantity  of  the 
cotton  involved  and  the  names  and  addresses  of  the  seller  and  buyer  in  such  ontrarl, 
and  shall  be  signed  by  the  party  to  be  charged,  or  by  his  agent  in  his  behalf.  If  the 
contract  or  memorandum  specify  in  bales  the  quantity  of  the  cotton  involved,  without 
giving  the  weight,  each  bale  shall,  for  the  purposes  of  this  act,  be  deemed  to  weigh 
five  hundred  pounds. 

Sec.  5.  That  no  tax  shall  be  levied  under  this  act  on  any  contract  of  sale  mentioned 
in  section  three  hereof,  if  the  contract  comply  with  each  "of  the  following  conditions: 

First.  Conform  to  the  requirements  of  section  four  of,  and  the  rules  and  regula- 
tions made  pursuant  to,  this  act. 
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Second.  Specify  the  basis  grade  for  the  cotton  involved  in  the  contract  which 
shall  be  one  of  the  grades  for  which  standards  are  established  by  the  Secretary  of 
Agriculture  except  grades  prohibited  from  being  delivered  on  a  contract  made  under 
this  section  by  the  fifth  subdivision  of  this  section,  the  price  per  pound  at  which  the 
cotton  of  such  basis  grade  is  contracted  to  be  bought  or  sold,  the  date  when  the  pur- 
chase or  sale  was  made,  and  the  month  or  months  in  which  the  contract  is  to  be  ful- 
filled or  settled :  Provided,  That  middling  shall  be  deemed  the  basis  grade  incorporated 
into  the  contract  if  no  other  basis  grade  be  specified  either  in  the  contract  or  in  the 
memorandum  evidencing  the  same. 

Third.  Provide  that  the  cotton  dealt  with  therein  or  delivered  thereunder  shall 
be  of  or  within  the  grade3  for  which  standards  are  established  by  the  Secretary  of 
Agriculture  except  grades  prohibited  from  being  delivered  on  a  contract  made  under 
this  section  by  the  fifth  subdivision  of  this  section  and  no  other  grade  or  grades. 

Fourth.  Provide  that  in  case  cotton  of  grade  other  than  the  basis  grade  be  tendered 
or  delivered  in  settlement  of  such  contract,  the  differences  above  or  below  the  con- 
tract price  which  the  receiver  shall  pay  for  such  grades  other  than  the  basis  grade 
shill  be  the  actual  commercial  differences,  determined  as  hereinafter  provided. 

Fifth.  Provide  that  cotton  that,  because  of  the  presence  of  extraneous  matter  of 
any  character  or  irregularities  or  defects,  is  reduced  in  value  below  that  of  Good 
Ordinary,  or  cotton  that  is  below  the  grade  of  Good  Ordinary,  or,  if  tinged,  cotton 
that  is  below  the  grade  of  Low  Middling,  or.  if  stained,  cotton  that  is  below  the  grade 
of  Middling,  the  grades  mentioned  bein^  of  the  o 'ficial  cotton  standards  of  the  United 
State?,  or  cotton  that  is  less  than  seven-eighths  of  an  inch  in  length  of  staple,  or  cot- 
ton of  perished  staple  or  of  immature  staple,  or  cotton  that  is  ''gin  cut? '  or  reginned, 
or  cotton  that  is  ' '  repacked  "  or  ' '  false  packed  "  or  ; '  mixed  packed  "  or  "  water  packed , ' ' 
shall  not  be  delivered  on.  under,  or  in  settlement  of  such  contract.   * 

Sixth.  Provide  that  all  tenders  of  cotton  under  such  contract  shall  be  the  full 
number  of  bales  involved  therein,  except  that  such  variations  of  the  number  of  bales 
may  be  permitted'  as  is  necessary  to  bring  the  total  weight  of  the  cotton  tendered 
within  the  provisions  of  the  contract  as  to  weight;  that  on  the  fifth  business  day 
prior  to  delivery  the  person  making  the  tender  shall  give  to  the  person  receiving 
the  same  written  notice  of  the  date  of  delivery,  and  that  on  or  prior  to  the  date  so 
fixed  for  delivery  and  in  advance  of  final  settlement  of  the  contract  the  person  mak- 
ing the  tender  shall  furnish  to  the  person  receiving  the  same  a  written  notice  or  certifi- 
cate stating  the  grade  of  each  individual  bale  to  be  delivered  and  by  means  of  marks 
or  numbers,  identifying  each  bale  with  its  grade. 

Seventh.  Provides  that  in  case  a  dispute  arises  between  the  person  making  the 
tender  and  the  person  receiving  the  same,  as  to  the  quality,  or  the  grade,  or  the  length 
of  staple  of  any  cotton  tendered  under  the  contract,  either  party  may  refer  the  ques- 
tion to  the  Secretary  of  Agriculture  for  determination,  and  that  such  dispute  shall 
be  referred  and  determined,  and  the  costs  thereof,  to  be  fixed  and  assessed  by  the 
Secretary  of  Agriculture,  shall  be  collected  and  paid  in  accordance  with  rules  and 
regulations  prescribed  by  the  Secretary  of  Agriculture. 

The  provisions  of  the  third,  fourth,  fifth,  sixth,  and  seventh  subdivisions  of  this 
section  shall  be  deemed  fully  incorporated  into  any  such  contract  if  there  be  written 
or  printed  thereon,_  or  on  the  memorandum  evidencing  the  same,  at  or  prior  to  the 
time  the  same  is  signed,  the  phrase  ''Subject  to  United  States  cotton  futures  act, 
section  five." 

The  Secretary  of  Agriculture  is  authorized  to  prescribe  rules  and  regulations  for 
carrying  out  the  purposes  of  the  seventh  subdivision  of  this  section,  and  his  findings 
upon  any  dispute  referred  to  him  under  said  seventh  subdivision,  made  after  the 
parties  in  interest  have  had  an  opportunity  to  be  heard,  shall  be  accepted  in  the 
courts  of  the  United  States  in  all  suits  between  such  parties,  or  their  privies,  as  prima 
facie  evidence  of  the  true  quality,  or  grade,  or  length  of  staple  of  the  cotton  involved. 

Sec  6.  That  for  the  purposes  of  section  five  of  this  act  the  differences  above  or 
below  the  contract  price  which  the  receiver  shall  pay  for  cotton  of  grades  above  or 
below  the  basis  grade  in  the  settlement  of  a  contract  of  sale  for  the  future  delivery 
of  cotton  shall  be  determined  by  the  actual  commercial  differences  in  value  thereof 
upon  the  sixth  business  day  prior  to  the  day  fixed,  in  accordance  with  the  sixth 
subdivision  of  section  five,  for  the  delivery  of  cotton  on  the  contract,  established 
by  the  sale  of  spot  cotton  in  the  market  where  the  future  transaction  involved  occurs 
and  is  consummated  if  such  market  be  a  bona  fide  spot  market;  and  in  the  event 
there  be  no  bona  fide  spot  market  at  or  in  the  place  in  which  such  future  transaction 
occurs,  then,  and  in  that  case,  the  said  differences  above  or  below  the  contract  price 
which  the  receiver  shall  pay  for  cotton  above  or  below  the  basis  grade  shall  be  deter- 
mined by  the  average  actual  commercial  differences  in  value  thereof,  upon  the  sixth 
business  day  prior  to  the  day  fixed,  in  accordance  with  the  sixth  subdivision  of  sec- 
tion five,  for  the  delivery  of  cotton  on  the  contract,  in  the  spot  markets  of  not  less 
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than  five  places  designated  for  the  purpose  from  time  to  time  by  the  Secretary  of 
Agriculture,  as  such  values  were  established  by  the  sales  of  spot  cotton,  in  such  desig- 
nated five  or  more  markets:  Provided,  That  for  the  purposes  of  this  section  such 
values  in  the  said  spot  markets  be  based  upon  the  standards  for  grades  of  cotton  estab- 
lished by  the  Secretary  of  Agriculture:  And  provided  further,  That  whenever  the 
value  of  one  grade  is  to  be  determined  from  the  sale  or  sales  of  spot  cotton  of  another 
grade  or  grades,  such  value  shall  be  fixed  in  accordance  with  rules  and  regulations 
which  shall  be  prescribed  for  the  purpose  by  the  Secretary  of  Agriculture. 

Sec  7.  That  for  the  purposes  of  this  act  the  only  markets  which  shall  be  considered 
bona  fde  spot  markets  shall  be  those  which  the  Secretary  of  Agriculture  shall,  from 
time  to  time,  after  investigation,  determine  and  designate  to  be  such,  and  of  which 
he  shall  give  public  notice. 

Sec  8.  That  in  determining,  pursuant  to  the  provisions  of  this  act,  what  markets 
are  bona  fide  sr>ot  markets,  the  Secretary  of  Agriculture  is  directed  to  consider  only 
markets  in  which  spot  cotton  is  sold  in  .such  volume  and  under  such  conditions  as 
customarily  to  reflect  accurately  the  value  of  middling  cotton  and  the  differences 
between  the  prices  or  values  of  middling  cotton  and  of  other  grades  of  cotton  for  which 
standards  shall  have  been  established  by  the  Secretary  of  Agriculture:  Provided,  That 
if  there  be  not  sufF  cient  places,  in  the  markets  of  which  are  made  bona  fide  sales  of 
spot  cotton  of  grades  for  which  standards  are  established  by  the  Secretary  of  Agricul- 
ti  re,  to  enable  him  to  designate  at  least  five  spot  markets  in  accordance  with  section 
six  of  this  act,  he  shall,  from  data  as  to  spot  sales  collected  by  him,  make  rules  and 
regulations  for  determining  the  actual  commercial  differences  in  the  value  of  spot 
cotton  of  the  grades  established  by  him  as  reflected  by  bona  fide  sales  of  spot  cotton, 
of  the  same  or  different  grades,  in  the  markets  selected  and  designated  by  him,  from 
time  to  time,  for  that  purpose,  and  in  that  event,  differences  in  value  of  cotton  of 
various  grades  involved  in  contracts  made  pursuant  to  section  rive  of  this  act  shall  be 
determined  in  compliance  with  such  rules  and  regulations. 

Sec  9.  That  the  Secretary  of  Agriculture  is  authorized  to  establish  and  promulgate 
permanent  standards  of  cotton  by  which  its  quality  or  value  may  be  judged  or  deter- 
mined, including  its  grade,  length  of  staple,  strength  of  staple,  color,  and  such  other 
qualities,  properties,  and  conditions  as  may  be  standardized  in  practical  form,  by 
fixing  a  standard  of  middling  cotton  and,  using  the  same  as  a  basis,  establishing  a 
standard  of  nine  different  grades  to  be  designated  middling  fair,  strict  good  middling, 
good  middling,  strict  middling,  middling,  strict  low  middling,  low  middling,  strict 
good  ordinary,  and  good  or  ordinary,  which,  for  the  purposes  of  this  act,  shall  be  known 
as  the  "Official  cotton  standards  of  the  United  States."  The  Secretary  of  Agriculture 
is  authorized  and  directed  to  prepare  practical  forms  of  the  official  cotton  standards 
which  shall  be  established  by  him,  and  to  furnish  such  practical  forms  from  time  to 
time  upon  request,  to  any  person,  the  cost  thereof,  as  determined  by  the  Secretary 
of  Agriculture,  to  be  paid  by  the  person  requesting  the  same,  and  to  certify  such  prac- 
tical forms  under  the  seal  of  the  Department  of  Agriculture  and  under  the  signature 
'A  the  said  Secretary,  thereto  affixed  by  himself  or  by  some  official  or  employee  of  the 
Pepartment  of  Agriculture  thereunto  duly  authorized  by  the  said  Secretary. 

Sec  10.  That  no  tax  shall  be  levied  under  this  act  on  any  contract  of  sale  mentioned 
in  section  three  hereof,  if  the  contract  comply  with  each  of  the  following  conditions: 

First.  Conform  to  the  rules  and  regulations  made  pursuant  to  this  act. 

Second.  Specify  the  grade,  type,  sample,  or  description  of  the  cotton  involved  in 
the  contract,  the  price  per  pound  at  which  such  cotton  is  contracted  to  be  bought  or 
sold,  the  date  of  the  purchase  or  sale,  and  the  time  when  shipment  or  delivery  of  such 
cotton  is  to  be  made. 

Third.  Provide  that  cotton  of  or  within  the  grade  of  the  type,  or  according  to  the 
sample  or  description,  specified  in  the  contract  shall  be  delivered  thereunder,  and 
that  no  cotton  which  does  not  conform  to  the  type,  sample,  or  description,  or  which 
is  not  of  or  within  the  grade  specified  in  the  contract  shall  be  tendered  or  delivered 
thereunder. 

Fourth.  Provide  that  the  delivery  of  cotton  under  the  contract  shall  not  be  effected 
by  means  of  "set-off"  or  "ring"  settlement,  but  only  by  the  actual  transfer  of  the 
specified  cotton  mentioned  in  the  contract. 

The  provisions  of  the  Lrst,  third,  and  fourth  subdivisions  of  this  section  shall  be 
deemed  fully  incorporated  into  any  such  contract  if  there  be  written  or  printed  thereon. 
or  on  the  document  or  memorandum  evidencing  the  same,  at  or  prior  to  the  time  the 
same  is  entered  into,  the  words  "Subject  to  United  States  cotton-futures  act,  section 
ten." 

This  act  shall  not  be  construed  to  impose  a  tax  on  any  sale  of  spot  cotton. 

Sec  11.  That  upon  each  order  transmitted,  or  directed  or  authorized  to  be  trans- 
mitted, by  any  person  within  the  United  States  tor  the  making  of  any  contract  of  sale 
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of  cotton  grown  in  the  United  States  for  future  delivery  in  cases  in  which  the  contract 
of  sale  is  or  is  to  be  made  at.  on.  or  in  any  exchange,  board  of  trade,  or  similar  institu- 
tion or  place  of  business  in  any  foreign  country,  there  is  hereby  levied  an  excise  tax 
at  the  rate  of  1  cent  for  each  pound  of  the  cotton  so  ordered  to  be  bought  or  sold  under 
such  contract:  Provided,  That  no  tax  shall  be  levied  under  this  act  on  any  such  order 
if  the  contract  made  in  pursuance  thereof  comply  either  with  the  conditions  specified 
in  the  first,  second,  third,  fourth,  fifth,  and  sixth  subdivisions  of  section  five,  or  with 
all  the  conditions  specified  in  section  ten  of  this  act.  except  that  the  quantity  of  the 
cotton  involved  in  the  contract  may  be  expressed  therein  in  terms  of  kilograms  instead 
of  pounds.  L  ^^ 

Sec  12.  That  the  tax  imposed  by  section  three  of  this  act  shall  be  paid  by  the  seller 
of  the  cotton  involved  in  the  contract  of  sale,  by  means  of  stamps  which  shall  be 
affixed  to  such  contracts,  or  to  the  memoranda  evidencing  the  same,  and  canceled  in 
compliance  with  rules  and  regulations  which  shall  be  prescribed  by  the  Secretary  of 
the  Treasury.  The  tax  imposed  by  section  eleven  of  this  act  shall  be  paid  by  the 
sender  of  the  order  and  collected  in  accordance  with  rules  and  regulations  which  shall 
be  prescribed  by  the  Secretary  of  the  Treasury. 

Sec.  13.  That  no  contract  of  sale  of  cotton  for  future  delivery  mentioned  in  section 
three  of  this  act  which  does  not  conform  to  the  requirements  of  section  four  hereof 
an  1  has  not  the  necessary  stamps  affixed  thereto  as  required  by  section  twelve  hereof 
shall  be  enforceable  in  any  court  of  the  United  States  by.  or  on  beha  f  of,  any  party 
to  such  contract  or  his  privies.  That  no  contract  of  sale  of  cotton  for  future  delivery, 
made  in  pursuance  of  any  order  mentioned  in  section  ele\Ten  of  this  act.  shall  be  en- 
forceable in  any  court  of  the  United  States  by  or  on  behalf  of  any  party  to  such  con- 
tract or  his  privies  unless  it  conform  to  the  requirements  of  section  four  hereof  and  the 
tax  imposed  by  section  eleven  upon  the  order  for  such  contract  shall  have  been  paid 
in  compliance  with  section  twelve  of  this  act. 

Sec  14.  That  the  Secretary  of  the  Treasury  is  authorized  to  make  and  promulgate 
such  rules  and  regulations  as  he  may  deem  necessary  to  collect  the  tax  imposed  by  this 
act  and  otherwise  to  enforce  its  provisions.  Further  to  effect  this  purpose,  he  shall 
require  all  persons  coming  within  its  provisions  to  keep  such  records  and  statements 
of  account  as  will  fully  and  correctly  disclose  all  transactions  mentioned  in  sections 
three  and  eleven  of  this  act:  and  he  may  appoint  agents  to  conduct  the  inspection 
necessary  to  collect  said  tax  and  otherwise  to  enforce  this  act  and  all  rules  and  regula- 
tions made  by  him  in  pursuance  hereof,  and  may  fix  the  compensation  of  such  agents. 

Sec  15.  That  any  person  liable  to  the  payment  of  any  tax  imposed  by  this  act  who 
fails  to  pay.  or  evades  or  attempts  to  evade  the  payment  of  such  tax,  and  any  person 
who  otherwise  violates  any  provision  of  this  act.  or  any  rule  or  regulation  made  in 
pursuance  hereof,  shall  be  deemed  guilty  of  a  misdemeanor,  and.  upon  conviction 
thereof,  shall  be  fined  not  less  than  $100 'nor  more  than  820.000.  in  the  discretion  of 
the  court;  and,  in  case  of  natural  persons,  may.  in  addition,  be  punished  by  imprison- 
ment for  not  less  than  sixty  days  nor  more  than  three  years,  in  the  discretion  of  the 
court.  g§ 

Sec  16.  That  in  addition  to  the  foregoing  punishment  there  is  hereby  imposed. 
on  account  of  each  violation  of  this  act.  a  penalty  of  82.000.  to  be  recoveredin  an 
action  founded  on  this  act  in  the  name  of  the  United  States  as  plaintiff,  and  when  so 
recovered  one-half  of  said  amount  shall  be  paid  over  to  the  person  giving  the  informa- 
tion upon  which  such  recovery  was  based.  It  shall  be  the  duty  of  United  States 
attorneys,  to  whom  satisfactory  evidence  of  violations  of  this  act  is  furnished,  to 
institute  and  prosecute  actions  for  the  recovery  of  the  penalties  prescribed  by  this 
section. 

Sec  17.  That  no  person  whose  evidence  is  deemed  material  by  the  officer  prose- 
cuting on  behalf  of  the  United  States  in  any  case  brought  under  any  provision  of  this 
act  shall  withhold  his  testimony  because  of  complicity  by  him  in  any  violation  of  this 
act  or  of  any  regulation  made  pursuant  to  this  act.  but  any  such  person  called  by  such 
officer  who  testifies  in  such  case  shall  be  exempt  from  prosecution  for  any  offense  to 
which  his  testimony  relates. 

Sec  18.  That  the  payment  of  any  tax  levied  by  this  act  shall  not  exempt  any 
person  from  any  penalty  or  punishment  now  or  hereafter  provided  by  the  laws  of  any 
State  for  entering  into  contracts  of  sale  of  cotton  for  future  delivery,  nor  shall  the  pay- 
ment of  any  tax  imposed  by  this  act  be  held  to  prohibit  any  State  or  municipality  from 
imposing  a  tax  on  the  same  transaction. 

Sec  19.  That  there  is  hereby  appropriated,  out  of  any  moneys  in  the  Treasury  not 
otherwise  appropriated,  for  the  fiscal  year  ending  June  thirtieth,  nineteen  hundred 
and  fifteen,  the  sum  of  $50,000  or  so  much  thereof  as  may  be  necessary  to  enable  the 
Secretary  of  the  Treasury  to  carry  out  the  provisions  of  this  act. 
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Sec.  20.  That  there  is  hereby  appropriated,  out  of  any  moneys  in  the  Treasury  not 
otherwise  appropriated,  available  until  expended,  the  sum  of  $150,000,  or  so  much 
thereof  as  may  be  necessary,  to  enable  the  Secretary  of  Agriculture  to  make  such  inves- 
tigations, to  collect  such  data,  and  to  use  such  methods  and  means  as  he  may  deem 
necessary  to  determine  and  designate  what  are  bona  fide  spot  markets  within  the 
meaning  of  this  act,  to  prescribe  rules  and  regulations  pursuant  to  sections  five,  six, 
and  eight  hereof,  and  to  establish  and  promulgate  permanent  standards  for  cotton 
and  to  furnish  practical  forms  thereof  as  authorized  by  section  nine  hereof,  and  he 
shall  publish  the  results  of  his  investigations,  including  rent  and  the  employment 
of  such  persons  as  he  may  deem  necessary,  m  the  city  of  Washington  and  elsewhere. 
All  sums  collected  by  the  Secretary  of  Agriculture  as  costs  under  section  five,  or  for 
furnishing  practical  forms  under  section  nine  of  this  act,  shall  be  deposited  and  cov- 
ered into  the  Treasury  as  miscellaneous  receipts. 

Sec.  21.  That  sections  nine,  nineteen,  and  twenty  of  this  act  and  all  provisions  of 
this  act  authorizing  rules  and  regulations  to  be  prescribed  shall  be  effective  immedi- 
ately. All  other  sections  of  this  act  shall  become  and  be  effective  on  and  after  three 
months  from  the  date  of  the  passage  of  this  act. 

Strike  out  the  title  and  insert  in  lieu  thereof  the  following  as  a 
title:  uTo  tax  the  privilege  of  dealing  on  exchanges,  boards  of  trade, 
and  similar  places  in  contracts  of  sale  of  cotton  for  future  delivery, 
and  for  other  purposes." 

Senate  bill  110  proposes  to  regulate  the  operations  of  such  cotton 
exchanges  as  deal  in  what  are  commonly  known  as  " futures."  It 
prohibits  the  dealing  in  any  character  of  contracts  for  the  future 
delivery  of  cotton  which  do  not  represent  the  true  value  of  spot 
cotton  as  it  exists  from  time  to  time  in  the  local  cotton  markets  of 
the  South.  The  bill  outlaws  the  use  by  any  cotton  exchange  of  all 
contracts  the  value  of  which  is  susceptible  to  violent  fluctuations  and 
may  be  fixed  by  undue  and  illegitimate  market  manipulations.  Only 
such  contracts  as  represent  the  true  value  of  cotton  and  conform  to 
sound  business  principles  and  methods  may  be  dealt  in  under  the 

grovisions  of  this  bill.  The  amendments  recommended  by  the  House 
ommittee  on  Agriculture  are  in  complete  agreement  with  the  pur- 
poses of  the  Senate  bill  and  differ  from  it  only  in  the  method  of 
reaching  the  objects  sought  to  be  attained. 

The  proposed  legislation  is  predicated  upon  the  universally  ad- 
mitted intimate  relationship  between  the  quotations  of  the  price  of 
" futures"  and  the  quotations  of  spot  cotton  in  the  various  primary 
cotton  markets  of  the  country.  It  is  a  well-known  fact  that  the 
quotations  of  these  future  markets,  if  they  do  not  fix  absolutely  the 
price  of  spot  cotton,  at  least  exert  a  tremendous  influence  upon  it. 
The  local  merchant  in  a  local  market  is  governed  in  the  bid  he  makes 
the  producer  of  cotton  almost,  if  not  entirely,  by  the  quotations  of 
prices  as  fixed  by  the  New  York,  New  Orleans,  and  Liverpool  ex- 
changes. The  far-reaching  effect  of  these  quotations  upon  the  price 
at  which  the  farmer  must  sell  his  cotton  can  scarcely  be  estimated. 
It  is  therefore  of  the  greatest  importance  that  the  contracts  of  the 
cotton  exchanges  shall  be  free  from  manipulations  and  their  quota- 
tions accurately  representative  of  the  real  value  of  real  cotton,  and 
when  the  cotton  exchanges  fail  to  serve  as  a  true  barometer  of  the 
cotton  trade  they  fail  to  perform  the  economic  functions  which  gave 
rise  to  their  existence,  and  their  continuance,  as  a  part  of  the  ma- 
chinery for  marketing  the  cotton  crop  is  no  longer  justifiable. 

The  committee  believes  that  the  provisions  of  this  bill  will  force 
the  cotton  exchanges  to  the  performance  of  a  most  important  service 
to  the  entire  cotton  trade  and  will  prevent  the  continuance  of  the 
uneconomic,    unsound,    and    uncommercial    practices    which    have 
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brought  them  into  such  disrepute.  The  committee,  however,  is 
emphatic  in  its  judgment  that  if  these  regulatory  measures  fail  to 
accomplish  the  end  sought,  then  there  should  be  legislation  looking 
to  the  complete  abolition  of  these  institutions. 

In  approaching  this  subject,  the  committee  is  not  unmindful  of 
the  danger  of  tampering  with  delicately  adjusted  machinery  and  has 
therefore  deemed  it  both  wise  and  expedient  to  recommend  legisla- 
tion along  regulatory  rather  than  destructive  lines.  The  committee 
is  proceeding  in  this  bill  upon  the  maxim.  u  When  in  doubt,  proceed 
cautiously. "  Attention  is  directed  to  the  testimony  before  the  com- 
mittee, the  investigations  and  conclusions  of  the  officials  of  the 
Departments  of  Agriculture  and  Commerce,  the  universal  opinion 
Lose  m  st  intimately  conversant  with  the  intricacies  of  the  cotton 
trade,  and  the  machinery  by  whi^h  it  is  handled,  all  to  the  effect  that 
the  abolition  of  the  cotton  exchanges  might  result  in  the  utmost 
chaos  which  would  work  its  most  disasti  >  effect  upon  the  producer 
of  cotton. 

It  is  the  opinion  of  the  committee  that  the  abolition  of  the  cotton 
exchanges  would  result  inevitably  in  the  monopolizing  of  the  entire 
cotton  crop  into  the  hands  of  a  very  few  powerful  interests  with  the 
force  and  means  to  fix  the  price  at  which  the  farmer  would  be  com- 
pelled to  sell  his  cotton.  Fully  75  per  cent  of  American  produced 
cotton  leaves  the  hands  of  the  producer  during  the  four  months  : 
September.  October.  November,  and  December.  It  takes  no  stretch 
of  the  imagination  to  foresee  how  utterly  helpless  the  farmer,  as  a 
would  be  in  his  present  disorganized  condition  as  a  factor  in 
fixing  the  price  of  his  own  products  -  against  the  organized  genius 
and  money  of  the  spinners  and  powerful  spot  cotton  dealers. 

The  fundamental  principle  of  trade  is  that  the  buyer  always  buys  at 
the  lowest  possible  price  while  the  seller  always  sells  at  the  best 
possible  price  to  be  had.  With  this  principle  in  mind,  and  with  the 
economic  conditions  surrounding  the  southern  farmer  not  overlooked. 
it  does  not  take  a  prophet  to  foretell  what  must  be  the  result  of  a 
contest  between  the  farmer  on  the  one  hand  and  the  spinner  and  big 
spot  cotton  dealer  on  the  other  in  a  struggle  for  fixing  the  price  of 
cotton.  The  farmer  can  not  hope  to  survive  in  such  an  unequal 
contest.  He  would  be  forced  to  peddle  his  cotton  upon  the  streets 
and  to  take  such  prices  for  it  as  had  been  agreed  upon,  secretly, 
perhaps,  by  these  big  interests.  He  would  be  absolutely  at  tl 
mercy  without  even  the  law  of  supply  and  demand  to  aid  him. 

Any  legislation,  therefore,  whica  elimiinates  from  the  cotton  trade 
the  element  of  legitimate  speculation  and  legitimate  speculators 
must,  in  the  opinion  of  the  committee,  result  disastrously  to  the  pro- 
ducer, especially  at  that  season  of  the  year  when  the  bulk  of  the  crop 
is  moving  from  him  into  the  channels  of  commerce.  Cotton  exchanges 
properly  regulated  in  their  operations,  in  that  they  afford  opportuni- 
ties for  legitimate  speculation,  may  be  made  to  be  of  real  benefit  to 
farmers,  merchants,  and  spinners.  Tlie  legitimate  speculator,  operat- 
ing through  the  exchanges,  is  the  only  buffer  standing  between  the 
helpless  producer  and  the  powerful  buyer  of  his  product.  It  is  the 
presence  in  the  future  market  for  cotton  of  this  class  that  is  always 
ready  to  buy  and  to  deliver  at  the  market  price  that  has  served  to 
relieve  the  trade  of  the  risk  of  violently  fluctuating  values.     Greater 


TRADING  IN   COTTON  FUTURES.  7 

certainty  of  prices  which  these  operators  have  given  has  reduced  the 
margin  of  profit  exacted  by  middle  men  at  every  stage.  The  greater 
the  hazard  taken  by  any  investor,  the  greater  the  profit  he  demands, 
and  it  is  well  known  that  of  necessity,  fixed  overhead  charges,  profits, 
transportation  costs,  and  the  like  are  transmitted  back  to  tlie  farmer 
by  way  of  reduction  in  the  price  offered  him  for  his  product.  Specula- 
tive markets  in  cotton  enable  the  farmer  at  any  season  of  the  year, 
on  any  day  of  a  season,  to  find  a  ready  sale  for  his  cotton  at  its  market 
value. 

To  illustrate  this  point,  the  committee  calls  attention  to  the  fact 
that  only  short-staple  cotton  is  traded  on  in  future  market  exchanges 
of  this  country.  This  is  not  the  case  with  staple  cottons,  such  as 
the  new  long-staple  varieties  grown  in  the  Carolinas,  the  Delta,  and 
Texas,  and  it  is  well  known  that  this  character  of  cotton  can  be 
disposed  of  usually  only  when  the  local  buyer  has  orders  in  hand  for 
cottons  of  certain  specific  character  and  length.  It  frequently 
happens,  the  committee  is  informed,  that  producers  of  staple  cotton 
are  forced  to  sell  it  at  short-staple  prices,  though  it  is  usually  worth 
from  $5  to  $25  more  a  bale,  because  when  the  producer  is  ready  to 
sell  it  may  happen  that  the  local  buyer  has  no  orders  from  the  spinner 
for  that  kind  of  cotton.  Information  has  come  to  the  committee  of 
an  authenticated  case  in  Mississippi  where  a  planter  with  a  note 
falling  due  took  several  bales  of  staple  cotton  to  market  just  pre- 
ceding January  1,  1912.  After  peddling  the  cotton  around  to  several 
buyers,  who  would  not  take  it,  he  finally  parted  with  it  for  8  cents 
per  pound.  During  the  same  afternoon  the  exporter  of  this  cotton 
purchased  it  from  the  first  buyer  at  13  cents  per  pound,  or  $25  a  bale 
more  than  was  paid  the  actual  producer  of  it.  This  transaction 
could  not  have  occurred  if  there  had  been  an  organized  future  market 
for  staple  cotton  because  the  quotations  of  the  market  value  of  the 
cotton  would  have  given  some  indication  to  the  producer  of  the 
value  of  that  which  he  had  to  sell.  It  is  understood  that  there  were 
similar  conditions  existing  at  Penfield,  Ga.,  in  1912.  The  identical 
varieties  which  brought  15  cents  a  pound  in  South  Carolina  brought 
only  13  cents  a  pound,  or  a  difference  of  $10  per  bale,  at  Penfield. 
The  public  quotations  of  the  great  future  markets  make  such  in- 
equalities of  price,  such  absolute  stealing,  impossible  in  the  case  of 
short  cottons. 

While  there  has  been  undoubtedly  at  times  much  vicious  specu- 
lation on  the  exchanges,  the  consensus  of  opinion  is,  and  the  com- 
mittee is  in  agreement  with  it,  that  the  exchanges  may  become  useful 
functionaries  in  stabilizing  prices,  in  furnishing  correct  quotations  of 
the  market  value  of  cotton,  in  eliminating  the  risk  of  violently  fluctu- 
ating values,  in  reducing  the  profit  of  the  middleman,  in  furnishing 
a  ready  market  for  cotton  at  all  times,  and  in  all  markets  at  its 
market  value,  and  in  maintaining  a  reasonable  parity  between  future 
and  spot  quotations — this  latter  being  of  the  utmost  importance. 

In  addition  to  the  economic  reasons  which  have  inclined  the  com- 
mittee to  propose  regulatory  rather  than  destructive  legislation,  the 
committee  has  been  influenced  in  a  measure  by  the  attitude  of  the 
Senate  upon  this  whole  proposition,  as  indicated  by  the  acts  of  that 
body  from  time  to  time,  and  the  amendments  proposed  to  the  Senate 
bill  have  taken  cognizance  of  that  attitude.  The  committee  is  sin- 
cerely  anxious  for  legislation    of   a   constructive   character   at    this 
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session  of  Congress,  believing  as  it  does  that  continued  agitation  of 
the  subject  of  the  regulation  or  destruction  of  the  cotton  exchanges 
is  creating  a  degree  of  uncertainty  in  the  trade,  harmful  in  its  effect 
to  producer  and  consumer  alike,  especially  to  the  producer.  It  is 
thought,  therefore,  that  the  best  results  in  the  way  of  legislation  will 
be  effected  by  moving  in  the  general  direction  apparently  desired  by 
the  Senate,  and  the  Senate  bill  under  consideration  indicates  strongly 
the  attitude  of  that  body  in  favor  of  the  regulation  of  the  exchanges, 
rather  than  the  destruction  of  them.  It  is  well  to  recall  the  fact  that 
the  House  in  1910,  and  again  in  1912,  passed  bills  which  looked  to 
the  absolute  abolition  of  future  dealings  in  cotton  and  to  take  note  of 
the  fact  that  neither  of  these  bills  was  given  consideration  by  the 
Senate.  It  is  safe,  therefore,  to  assume  that  any  destructive  legis- 
lation which  the  House  might  pass  at  this  session  would  not  meet 
with  favor  in  the  other  branch  of  Congress.  It  is  the  belief  of  the 
committee,  however,  that  the  two  bodies  acting  in  the  same  general 
direction,  as  they  are  in  the  Senate  bill  and  proposed  amendments, 
should  find  no  difficulty  in  reconciling  their  differences,  and  thus 
insuring  legislation. 

The  testimony  before  the  committee  is  convincing  that  many 
abuses  have  grown  up  in  the  methods  and  practices  of  certain  cotton 
exchanges  which  make  legislation  of  a  regulatory  character  abso- 
lutely necessary  to  safeguard  the  interests  of  the  producer  and  con- 
sumer of  cotton  against  unfair  and  harmful  manipulation.  It  is 
confidently  asserted  by  those  with  expert  knowledge  that  these 
abuses  are  costing  the  cotton  producer  from  fifty  to  one  hundred 
million  dollars  annually,  to  say  nothing  of  the  losses  suffered  by  the 
spinner, 

There  should  always  be  a  reasonable  parity  between  the  price  of 
spot  cotton  in  local  markets  and  the  quotations  of  the  future  markets 
and,  when  any  undue  disparity  arises,  it  is  generally  due  to  the 
character  of  the  contract  dealt  in  by  the  cotton  exchange  in  question. 
If,  for  example,  the  price  of  the  future  contract  on  the  New  York 
Cotton  Exchange  is  from  50  to  100  points  below  the  price  at  which 
spot  cotton  can  be  bought  in  the  South,  it  is  reasonable  to  assume 
that  such  a  contract  is  in  its  very  nature  of  an  unsound  and  manipu- 
lable  character — not  representative  of  the  value  of  cotton.  This  very 
condition  of  wide  disparity  between  future  and  spot  quotations 
frequently  occurs  and  has  been  particularly  noticeable  during  the 
past  few  months.  It  is  the  opinion  of  the  committee  that  such  a 
condition  could  not  arise,  nor  such  other  manipulations  as  are  com- 
plained of  be  carried  on  except  (1)  for  the  multiplicity  of  prevailing 
standards;  (2)  for  the  so-called  fixed  differences  between  grades  used 
in  the  settlement  of  contracts;  (3)  for  the  fact  that  very  low  grades  of 
cotton  unsuited  to  the  needs  of  the  majority  of  cotton  spinners  may 
be  delivered  on  contract:  (4)  for  the  fact  that  tenders  of  cotton  to  be 
delivered  on  contracts  do  not  indicate  the  grades  to  be  delivered; 
(5)  for  the  fact  that,  under  the  practice  of  pro  forma  delivery,  weeks 
and  months  frequently  elapsed  before  the  person  obligated  under  the 
contract  to  receive  the  cotton  knows  the  grades  that  have  been 
tendered  him,  and  which  he  has  been  forced  to  pay  for  at  the  time  of 
delivery. 

The  bill  as  drawn  proposes  to  correct  the  abuses,  concerning  which 
there  has  been  so  much  just  public  complaint,  by  prescribing  certain 
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features  that  must  be  included  in  the  forms  of  contract  used  by  the 
exchanges  in  the  future.  All  contracts  that  do  not  contain  these 
provisions— in  other  words,  the  undesirable  or  vicious  contracts — will 
be  subjected  to  a  prohibition  tax  of  $100  per  100-bale  contract. 
Such  a  tax  would  make  it  impossible  for  such  contracts  to  be  dealt 
in  profitably  and  they  would  be  legislated  out  of  existence,  together 
with  the  abuses  made  possible  by  them.  The  desirable  contracts, 
whose  major  provisions  are  prescribed  in  the  bill  itself,  are  exempted 
from  any  tax  whatever,  as  are  also  all  spot  contracts,  many  of  which 
necessarily  have  some  future  features. 

The  committee  desires  to  direct  attention  briefly  to  those  condi- 
tions which  in  its  opinion  have  made  the  future  contract  of  certain 
great  future  markets  uncommercial,  uneconomic,  and  unfair  to  thr 
trade. 

I.  Uniform  Standards. 

Investigations  by  the  Departments  of  Agriculture  and  Commerce 
show  that  the  lack  of  any  commonly  accepted  standard  and  reliable 
quotations  are  fundamental  causes  of  much  of  the  confusion  that 
exists  and  the  abuses  that  arise.  These  losses  fall  most  heavily 
upon  the  farmer,  as  it  is  practically  impossible  for  him  to  acquire  the 
detailed  knowledge  of  classing  and  marketing  that  would  be  neces- 
sary in  order  to  enable  him  to  protect  himself. 

Although  as  far  back  as  1909  official  cotton  standards  were 
authorized  by  the  Secretary  of  Agriculture  and  the  adoption  of 
uniform  standards  was  recommended  by  the  Herbert  Knox  Smith 
report  on  cotton  exchanges  in  1908,  it  is  interesting  to  know  that 
only  one  of  the  great  exchanges  accepted  these  standards  and  sugges- 
tions and  modified  its  contract  accordingly,  while  the  other  great 
exchange,  located  in  the  United  States,  either  ignored  them  or  com- 
plied so  begrudgingly  therewith  that  even  to  the  present  time  its 
form  of  contract  is  unfair  to  the  producer  and  purchaser  of  cotton. 
In  the  report  of  Herbert  Knox  Smith,  part  2,  page  140,  the  following 
language  is  pertinent  to  this  phase  of  the  subject: 

While  merchants  and  spinners  would  doubtless  be  inclined  at  first  to  maintain  the 
methods  which  they  have  so  long  employed,  it  seems  altogether  improbable  that  if 
uniform  standards  were  adopted  by  the  leading  future  markets  they  would  in  time  be 
recognized  by  spot  interests  to  a  very  considerable  extent;  that  is,  that  many  more 
sales  would  be  made  on  the  basis  of  official  grades  than  at  present.  Even  if  this  were 
not  the  case,  however,  the  adoption  of  uniform  standards  should  be  of  great  value  to 
the  spot  merchants  and  the  spinner.  Very  material  benefits  should  result  from  the 
opportunity  of  securing  greater  uniformity  in  the  quotation  of  prices  for  the  ^  arious 
grades  in  the  leading  markets.  Such  uniformity  in  the  basis  of  price  quotations 
should  go  very  far  to  reduce  errors  in  the  establishment  of  grade  differences,  and  thus 
prevent  abnormal  disturbances  in  the  parity  between  the  spots  and  contract  prices. 
This,  in  turn,  would  be  of  almost  incalculable  value  to  spot  merchants  and  spinners 
using  the  future  markets  for  hedging  purposes,  while  it  would  also  give  much  greater 
stability  to  future  operations  generally. 

Whether  or  not  spot-cotton  merchants  and  spinners  would  adopt  the  uniform  classi- 
fication or  find  it  of  material  benefit  to  them,  there  can  be  no  doubt  that  the  introduc- 
tion of  such  standards  would  be  of  substantial  benefit  to  the  farmer.  While  it  is  pos- 
sible that  in  markets  where  competition  is  active  the  farmer  gets  full  value  of  his 
product,  regardless  of  his  inability  to  class  it  accurately,  a  system  of  uniform  stand- 
ards should  not  fail  to  benefit  him.  If  the  leading  market's  were  all  quoting  on  a 
uniform  basis,  he  would  have  a  very  accurate  idea  of  the  values  of  the  dit'ierem  grades 
which  he  produced,  whereas,  under  the  present  confusion  of  standards,  it  is  almost 
impossible  for  him  to  know  what  his  cotton  will  bring  in  any  market.  Instead,  he 
is  forced  to  rely  upon  competition  of  buyers,  which  at  times  may  be  very  Limited. 
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It  will  be  noticed  that  the  commissoner  expresses  some  doubt  as 
to  the  willingness  of  the  southern  spot-cotton  exchanges  to  adopt 
uniform  standards.  As  indicative  of  the  change  in  the  attitude  of 
the  spot-cotton  exchanges  since  this  report  was  published,  the  com- 
mittee directs  attention  to  the  fact  that  at  a  convention  of  all  the 
southern  spot-cotton  exchanges  held  in  Augusta,  Ga.,  May  3  and  4, 
1914,  a  uniform  standard  was  agreed  upon  by  each  and  every  such 
exchange,  the  standard  being  that  of  the  United  States  Department 
of  Agriculture.  It  is  fair  to  say  also  that  for  several  years  the  New 
Orleans  Cotton  Exchange  has  based  its  contract  upon  these  stand- 
ards, and  very  recently  the  New  York  Cotton  Exchange  has  likewise 
adopted  them  as  the  basis  of  their  contract.  The  cotton  producers 
of  the  country  have  been  urging  the  adoption  of  the  Government 
standards  for  many  years — in  fact  Government  standards  were 
authorized  at  the  urgent  behests  of  the  producers.  The  bill,  therefore, 
in  this  respect  appears  to  meet  the  approval  of  all  elements  of  the 
trade,  and  merely  prohibits  the  return  to  the  old  system  of  varying 
standards  in  various  markets,  thus  insuring  the  producer  of  the  raw 
material  against  the  confusion  and  loss  which  would  follow  such  a 
return. 

It  is  generally  agreed  by  all  who  are  informed  as  to  the  cotton 
trade,  that  the  adoption  of  uniform  standards  would  very  materially 
enhance  the  price  of  cotton  in  the  hands  of  the  farmers.  This  idea 
is  strongly  urged  throughout  the  Herbert-Knox  Smith  report,  and  is 
strikingly  emphasized  in  the  testimony  of  one  of  the  most  expert 
spot  dealers  in  the  United  States.  He  estimates  (page  154  of  the  hear- 
ings before  the  Committee  on  Agriculture  of  the  House)  that  the 
adoption  of  the  Government  standard  of  grades  by  all  of  the  exchanges 
of  the  United  States  would  add  from  20  to  50  points  to  the  price  of  a 
contract  of  the  New  York  Exchange,  as  compared  to  its  present  rela- 
tionship with  southern  spot  cotton.  If  this  is  true,  and  if  it  is  true 
that  the  quotations  of  the  future  markets  influence  largely  the  price 
of  spot  cotton,  the  adoption  of  Government  standard  of  grades, 
according  to  this  expert,  would  mean  an  increase  in  the  price  of  actual 
cotton  of  from  $1  to  $2.50  a  bale,  which,  calculated  upon  the  basis  of  a 
15,000,000  bale  crop,  would  mean  in  money  to  the  cotton  farmers, 
from  fifteen  to  thirty-five  millions  of  dollars  annually.  If  there  is 
any  doubt  as  to  the  correctness  of  this  estimate,  such  doubt  is  dis- 
pelled by  what  took  place  on  the  New  York  Exchange  on  May  1  of 
this  year.  It  will  be  remembered  that  the  New  York  Cotton  Ex- 
change recently  adopted  the  Government  standard  as  the  basis  of  its 
contract.  The  first  contract  upon  this  basis  was  traded  in  on  May  1. 
and  the  committee  submits  herewith  what  happened  in  respect 
thereto  as  is  shown  in  the  New  York  Commercial  of  Saturday,  May  2 : 

The  feature  of  the  market  in  the  forenoon  was  the  purchase  of  April  contracts  by 
Mitchell  at  40  points  over  March,  making  the  price  12.10.  This  was  the  first  trade  in 
"new"  contract  on  the  New  York  Cotton  Exchange;  that  is,  in  contracts  based  on 
Government  types  of  cotton.  That,  in  part,  explains  the  premium  paid  over  March 
contracts,  which  are  "old'-'  contracts;  that  is,  are  based  on  the  New  York  types. 
While  the  first  trade  in  new  contracts  are  in  the  April  option,  it  is  certain  that  after 
September  1  next  the  trade  will  be  able  to  buy  new  contracts  in  the  fall  months,  as 
the  exchange  is  planning  to  start  trading  in  these  contracts  next  September  instead 
of  waiting,  as  originally  planned,  until  April  1,  1915. 

The  new  contract,  it  is  seen,  sold  40  points  over  March,  or  $2  a 
bale  higher  than  a  like  contract  under  the  old  system.     This  in  itself 
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would  mean  $30,000,000  annually  to  the  cotton  trade.  If  the  bill 
accomplishes  nothing  more  than  to  force  the  cotton  trade  to  uniform 
standard  of  grades,  it  would  be  legislation  of  inestimable  benefit  to 
the  entire  cotton  trade,  and  especially  to  the  farmer  who  produces 
the  raw  material. 

II.  Fixed  versus  Commercial  Differences  in  the  Settlement 

of  Contracts. 

The  committee  next  desires  to  direct  attention  to  that  practice  of 
certain  future  markets,  which  more  than  anything  else  makes  their 
contract  susceptible  of  violent  manipulations  in  the  hands  of  big 
dealers  and  positively  destructive  of  those  useful  economic  functions 
which  they  may  be  made  to  serve,  namely,  the  method  by  which 
differences  in  the  values  of  the  various  grades  of  cotton  deliverable  in 
settlement  of  their  contract  is  fixed.  This  method  is  known  to  the 
trade  as  the  " fixed  difference"  system  as  contradistinguished  from 
the  " commercial  difference"  system. 

The  "fixed  difference"  system  assumes  a  certain  grade  middling 
as  a  standard  of  comparison  in  fixing  the  values  of  all  other  grades, 
and  this  grade  is  used  as  the  basis  grade  of  their  contract.  By  this 
system  the  relative  prices  of  the  various  grades  of  cotton  are  arbi- 
trarily fixed  by  a  committee  of  the  membership  of  the  cotton  exchange 
many  months  in  advance,  and  remain  the  same  for  many  months 
without  any  regard  whatever  to  the  effect  that  the  operation  of  the 
law  of  supply  and  demand,  in  the  meantime,  may  have  had  upon  the 
actual  differences  in  values  of  these  various  grades. 

To  illustrate:  If  the  price  of  the  basis  grade,  middling,  should  rise 
or  fall  10  points  or  50  cents  a  bale,  all  other  grades  would  have  to  rise 
or  fall  to  the  same  extent,  although  the  real  commercial  differences 
in  these  values  may  have  varied  20  to  100  points,  up  or  down  from 
the  arbitrary  difference  fixed  by  the  revision  committee.  Assume 
that  the  scale  of  differences  is  fixed  on  September  1,  and  is  to  hold 
good  for  six  months,  and  that  the  differences,  in  fact,  are  correctly 
fixed  at  the  time,  it  might  happen,  and  does  frequently  happen,  that 
in  November  heavy  storms  sweep  the  cotton  belt  and  greatly  increase 
the  amount  of  low-grade  cotton  and  correspondingly  decrease  the 
amount  of  high-grade  cotton,  all  of  which  must  eventually  find  its 
way  into  the  market  and  may  become  deliverable  upon  contracts. 
What  happens  ?  The  high  grades  are  relatively  scarcer  and  the  mills 
that  must  have  high  grades  for  their  purposes  will  go  into  the  sopt 
markets  and  bid  a  little  further  above  the  fixed  basis  middling  price 
in  order  to  obtain  them,  while  the  low  grades  will  begin  to  go  begging 
and  their  prices  will  sag  further  and  further  below  the  middling  and 
basis  price.  That  this  situation  in  spot-cotton  transactions  should 
reflect  itself  accurately  in  the  future  contract  markets  of  the  count vy 
no  one  will  deny,  but  those  future  markets  using  "the  fixed  differ- 
ence" system  can  take  no  account  of  such  actual  trade  condition 
until  the  period  comes  again  for  the  revision  of  their  differences,  and 
until  quite  recently  these  periods  came  only  twice  annually  under 
the  rules  of  the  greatest  of  all  future  markets  of  this  country. 

If,  therefore,  a  spinner  had  bought  one  of  these  contracts  and 
bear  in  mind  that  the  seller  has  the  option  of  delivery  of  a  number  of 
grades — he  would  have  stood  in  danger  of  having  the  lowest  grade  of 
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cotton,  likely  entirely  unsuited  for  his  purposes,  tendered  to  him  in 
settlement  of  his  contract,  because  such  a  grade  could  be  bought  in 
the  open  market  at  a  price  probably  125  points  below  middling,  and 
yet  could  be  tendered  to  him  on  his  contract  at  a  price  fixed  by  the 
revision  committee  six  months  before  at  50  points  below  middling, 
and  he  would  stand  to  lose  75  points,  or  $3.75  per  bale,  which  would 
mean  S3 75  on  his  contract.  The  buyer  under  such  a  system  is 
always  compelled  to  accept  settlement  in  an  overvalued  article.  The 
possibility  of  such  danger  must  result  in  the  depreciation  of  the  value 
of  the  contract  from  the  very  beginning  and  in  making  futures  lower 
than  spots  because  the  buyer  of  such  a  contract  always  takes  into 
account  the  risks  of  the  contracts  and,  therefore,  underbids  the  real 
value  of  it.  A  market  using  such  a  method  of  fixing  differences  can 
not,  and  does  not,  express  itself  in  the  terms  of  a  basic  middling  con- 
tract, but  must  express  itself  in  terms  of  the  most  undesirable  grade 
available  at  the  moment  of  tender.  The  contract  of  such  an  exchange 
is  of  necessity  a  seller's  contract  and  can  not  represent  the  average 
range  of  the  values  of  the  various  grades  of  cotton,  but  only  that 
grade  which  at  the  time,  for  any  reason,  may  be  overvalued  and  hence 
most  available  for  delivery  and  least  likely  to  be  accepted  for  delivery. 

In  other  words,  in  spite  of  the  fact  that  the  contract  is  supposed 
to  be  a  basis  middling  contract,  it  is  in  fact  a  contract  whose  value  is 
fixed  by  the  most  undesirable  qualities  of  cotton  that  can  find  their 
way  into  the  warehouses  of  the  exchanges.  Such  cotton  is  tendered 
and  retendered  over  and  over  again  in  satisfaction  of  such  contracts, 
although  it  may  be,  and  frequently  is,  entirely  unsuitable  for  spinning 
in  the  average  cotton  mill.  Much  of  such  cotton  has  no  other  func- 
tion than  its  use  for  tendering  purposes  and  to  insure  the  maintenance 
of  the  reserve  from  which  settlement  of  contracts  by  the  actual 
delivery  of  cotton  can  be  made  when  some  one  is  found  bold  enough 
to  demand  it.  The  whole  tendency  of  such  a  system  is  to  depress  the 
value  of  the  contract,  which,  reflecting  itself  in  spot  markets,  gives  a 
false  impression  as  to  value  of  cotton  to  the  seller,  the  farmer,  who 
must  rely  for  his  information  in  this  respect  upon  the  quotations  of 
the  exchanges.  How  many  hundreds  of  millions  of  dollars  have 
been  lost  to  the  cotton  farmer  during  the  past  decade  because  of  the 
quotations  of  the  value  of  a  debased  future  contract  no  one  would 
dare  to  calculate. 

The  effort  of  the  speculator  in  devising  this  inelastic,  unresponsive 
scheme  to  transfer  to  the  legitimate  buyer  the  risks  of  the  trade  which 
he  assumes  to  take  has  built  up  a  system  of  determining  relative 
values  as  indefensible,  illogical,  and  subversive  of  natural  trade 
laws  as  it  is  ridiculous  in  principle  and  vicious  in  effect.  The  report 
of  Herbert  Knox  Smith,  the  testimony  of  the  spinners,  prominent 
members  of  the  exchanges  themselves,  and  the  producers  of  the 
country  are  united  in  the  strongest  condemnation  of  such  a  system 
and  the  committee  is  emphatic  in  its  opinion  that  a  market  which 
can  not  survive  except  by  such  methods  has  no  right  to  live. 

In  lieu  of  the  system  of  determining  the  relative  value  of  grades 
just  described,  the  committee  recommends  that  the  differences  in  the 
values  of  grades,  compared  with  the  basis  grade,  shall  be  the  actual 
differences  in  the  commercial  values  of  such  grades  as  fixed  by  sales 
of  actual  cotton  in  spot  markets.  Such  a  system  is  known  techni- 
cally as  the  " commercial  difference"  system  and  in  everyday  language 
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means  that  when  a  contract  is  settled  by  a  tender  of  cotton  each  bale 
must  be  tendered  at  its  actual  commercial  worth  in  spot  markets  at 
the  time  of  tender.  The  central  idea  of  "  commercial  differences"  is 
that  the  differences  in  the  values  of  grades  are  the  actual  market  dif- 
ferences in  such  values  of  the  actual  commodity.  The  future  con- 
tract must  be  settled  upon  this  basis.  To  illustrate:  If  high  grades 
of  cotton  are  bringing  an  extra  premium  in  spot-market  transactions, 
the  person  delivering  them  in  fulfillment  of  future  contracts  would  be 
allowed  their  full  value  or  premium  over  the  basis  grade.  If,  on  the 
other  hand,  low  grades  of  cotton  are  depreciated  greatly  in  value  for 
any  reason,  the  seller,  who  has  the  option  of  the  grades  deliverable, 
could  not  tender  such  low  grades  to  the  buyer  except  at  their  actual 
spot-market  values.  In  other  words,  under  a  "commercial"  system 
of  differences  the  relative  market  values  of  cotton  fix  the  basis  of  the 
settlement  of  a  future  contract,  whereas  under  the  " fixed  difference" 
system  the  basis  of  settlement  of  such  future  contract  is  fixed  months 
in  advance  by  a  committee  of  members  of  the  exchange  by  a  method 
of  guessing,  which  may  or  may  not  be  biased. 

Under  a  system  of  commercial  differences  it  would  matter  but 
little  to  the  buyer  of  the  contract  as  to  the  grade  tendered  him,  for  the 
grade  would  have  an  actual  commercial  value  in  any  spot  market, 
and  he  could  resell  immediately  such  of  the  cotton  as  he  did  not 
desire  for  his  own  purposes  at  the  same  price  at  which  it  was  delivered 
to  him.  Such  a  system  would  enable  the  spinner  " hedging"  his  pur- 
chases of  raw  cotton  or  his  sales  of  manufactured  goods  to  sell  or  buy 
at  what  he  conceived  to  be  the  actual  value  of  the  contract  and  not 
what  might  be  its  value  under  certain  contingencies  resulting  from 
natural  or  artificial  conditions.  It  is  self-evident  that  a  contract 
relieved  of  the  uncertainties,  risks,  and  dangers  inherent  under  a  sys- 
tem of  " fixed  differences"  as  now  practiced  by  the  New  York  Cotton 
Exchange  must  be  more  desirable  and  valuable,  and  it  is  the  judgment 
of  those  most  familiar  with  the  trade  that  a  system  of  "  commercial  dif- 
ferences" such  as  is  recommended  in  this  bill  would  raise  the  value  of 
the  contract  from  10  to  50  points,  and  at  times  much  more.  And  when 
it  is  remembered — and  this  can  not  be  repeated  too  often — that  the 
value  of  these  contracts  is  relied  upon  by  the  local  cotton  buyer  in 
every  hamlet  in  the  South  and  supplies  the  basis  of  information  upon 
which  the  farmer  sells  his  cotton,  some  idea  may  be  had  as  to  what 
this  means  in  dollars  to  the  man  who  produces  the  raw  material.  The 
system  of  differences  proposed  is  commercially  logical,  economically 
sound,  and  is  in  line  with  the  recommendations  of  the  Herbert  Knox 
Smith  report  and  the  Secretary  of  Agriculture. 

III.  Low  Qualities  of  Cotton  of  Undesirable  Character  Now 
Deliverable  on  Contract. 

The  committee  would  call  attention  to  another  feature  of  the  con- 
tract now  used  by  certain  future  markets  which  permits  the  delivery 
of  the  misfits,  rejections,  riffraff,  and  "dog  tail"  of  the  cotton  trade 
in  settlement  of  it.  That  the  delivery  of  such  cotton  is  permissible 
is  wholly  indefensible.  There  can  be  no  reason  for  holding  such  cot  ton 
in  warehouses  and  allowing  it  to  be  delivered  in  settlement  of  a  con- 
tract except  when  the  exchange  using  such  a  contract  is  so  located 
geographically  that  it  can  not  be  in  any  sense  a  spot  market  and  must 
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maintain  its  reserve  in  any  way  possible  and  the  existence  of  such  an 
exchange  is  not  economically  justifiable.  Such  cotton  is  a  constant 
menace  to  the  value  of  the  contract  and  a  positive  hindrance  to  legiti- 
mate and  wholesome  speculation  and  ''hedging"  as  well  as  a  bludg- 
eon by  which  the  price  of  the  contract  is  hammered  down  and  the 
producer  made  to  suffer  the  consequences.  This  feature  of  the  con- 
tract places  the  purchaser  thereof  at  the  absolute  mercy  of  the  seller 
who  has  the  option  of  the  qualities  of  cotton,  both  as  to  the  grade  and 
staple,  that  may  be  delivered  in  settlement  of  the  contract.  It  follows, 
necessarily,  that  a  purchaser  will  measure  the  value  of  such  a  contract 
by  the  value  of  the  least  desirable  qualities  of  cotton  which  may  be 
forced  upon  him  through  it  by  way  of  settlement. 

This  results  in  the  buyer,  the  legitimate  hedger,  predicating  his 
bids  upon  the  basis  of  the  value  of  these  very  low  grades  and  rejected 
cottons.  This  is  but  natural,  for  the  buyer  must  know  that  the  seller 
is  certain  to  deliver  those  grades  which  are  most  undesirable  and 
which  it  is  to  his  advantage  to  deliver.  The  effect  of  this  feature  of 
the  contract  is  to  depress  the  value  of  the  contract,  to  deter  the  pur- 
chaser from  demanding  delivery  of  cotton,  and  to  that  extent  inter- 
fering with  the  free  flow  of  cotton  through  the  exchanges  and  to  cause 
the  buyer  to  sell  out  his  original  contract,  buy  a  new  one,  thus  allow- 
ing illegitimate  speculators  and  manipulators  to  continue  to  hold  this 
undesirable  and  worthless  cotton  in  their  warehouses  from  year  to 
year,  where  it  constitutes  a  veritable  Sword  of  Damocles  over  the  head 
of  legitimate  speculation  and  hedging.  The  testimony  before  the  com- 
mittee by  prominent  spinners  is  conclusive  that  whoever  purchases 
such  a  contract,  even  for  the  most  legitimate  purposes,  does  so  at  his 
peril;  and  if  purchase  at  all  is  made,  it  must  be  at  a  figure  far  below 
the  values  of  the  grades  representing  the  bulk  of  the  cotton  crop. 
Even  a  novice  can  not  fail  to  see  that  the  quotations  ^of  the  price  of 
such  a  contract  can  not  be  truly  representative  of  the  value  of  real 
cotton,  and  yet  this  contract  assumes  to  be  a  basis  for  middling  con- 
tract; and  middling  cotton  is  always  in  demand  and  always  usable. 

The  producers  of  the  country  are  forced  to  use  these  quotations 
as  the  best  information  obtainable  as  to  the  value  of  their  cotton. 
If  these  quotations  represented  the  value  of  middling  cotton  no  com- 
plaint could  justly  be  made,  but  they  represent,  as  anyone  will  agree, 
not  the  value  of  the  average  grades  of  cotton,  but  the  value  of  the 
lowest  grades.  The  fa?rmer  is  therefore — and  this  is  true  of  the  coun- 
try merchant —always  selling  and  buying  upon  the  quotations  of  a 
debased  and  depressed  contract.  Such  a  contract  constitutes  an 
outrageous  robbery  of  those  who  toil  in  the  fields  to  produce  the 
cotton,  and  to  permit  the  continuance  of  the  use  of  such  a  contract 
in  any  institution  in  this  country  is  a  crime  against  the  producer. 
No  contract  should  be  permitted  to  be  dealt  in  the  value  of  which  is 
not  based  on  good  spinnable  cotton.  It  is  true  that  the  total  amount 
of  these  undesirable  grades  in  any  particular  crop  is  relatively  small. 
but  it  is  always  sufficient,  when  collected  in  any  one  exchange,  to 
serve  the  purpose  of  depressing  the  price  of  the  future  contract  to 
the  tremendous  loss  of  the  farmer,  whose  primary  markets  use  the 
quotations  of  this  contract  price  as  the  basis  in  dealing  with  him. 
There  is  no  doubt  in  the  minds  of  the  committee  that  the  elimination 
of  these  undesirable  qualities  of  cotton  from  delivery  on  contracts 
will  greatly  enhance  the  values  of  such  contracts.     It  is  estimated 
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by  experts  in  the  business  that  such  elimination  will  enhance  its 
value  from  $2  to  $3  a  bale,  which  would  mean  to  the  farmer  from 
fifteen  to  fifty  million  dollars  annually. 

To  prevent  the  vicious  effects  of  allowing  the  delivery  on  contract 
of  these  undesirable  qualities  of  cotton,  the  committee  in  its  amend- 
ments provides  that  "  cotton  that,  because  of  the  presence  of  ex- 
traneous matter  of  any  character  or  irregularities  or  defects,  is  re- 
duced in  value  below  that  of  good  ordinary,  or  cotton  that  is  below 
the  grade  of  good  ordinary,  or,  if  tinged,  cotton  that  is  below  the 
grade  of  low  middling,  or,  if  stained,  cotton  that  is  below  the  grade 
of  middling,  the  grades  mentioned  being  of  the  official  cotton  stand- 
ards of  the  United  States,  or  cotton  that  is  less  than  seven-eighths  of 
an  inch  in  length  of  staple,  or  cotton  of  perished  staple  or  of  immature 
staple,  or  cotton  that  is  'gin  cut7  or  reginned,  or  cotton  that  is  're- 
packed' or  'false  packed'  or  'mixed  packed'  or  'water  packed,'  shall 
not  be  delivered  on,  under,  or  in  settlement  of  such  contract." 

There  is  great  diversity  of  opinion  as  to  the  details  in  which  unde- 
sirable qualities  of  cotton  should  be  specified,  both  as  to  the  lowest 
grade  and  length  of  staple,  and  much  thought  and  investigation  has 
been  given  to  this  phase  of  the  subject  by  the  committee.  The  con- 
clusion reached  seems  to  harmonize  with  the  best  expert  information 
obtainable. 

The  committee  is  aware  that  the  limitation  as  to  the  qualities  of 
cotton  deliverable  will  prevent  delivery  on  contract  of  a  certain  per 
cent  of  the  crop,  but  the  best  evidence  before  the  committee  is  that 
the  per  cent  thus  denied  delivery  is  relatively  very  small,  and  that  the 
limitation  can  not  work  any  special  hardship  upon  the  trade.  Fully 
90  per  cent  of  the  cotton  produced  in  the  country,  under  average 
conditions,  will  fail  within  the  boundaries  fixed  by  the  amendments, 
and  the  remainder  being  of  a  verv  low  and  undesirable  quality  should 
not  be  permitted  delivery  at  all,  because  the  committee  does  not 
believe  that  any  small  per  cent  of  the  crop,  and  that,  too,  unsuited  to 
the  ordinary  purposes  of  the  trade,  should  be  allowed  to  fix  the  value 
of  the  entire  crop.  It  is  not  fair  that  those  farmers  who  by  care  and 
attention  are  producing  good  spinnable  cotton  should  have  its  price 
fixed  by  the  product  of  other  careless  and  indifferent  neighbors  who 
are  producing  cotton  of  lowest  grade  and  staple. 

The  committee  calls  attention  to  the  fact  that  a  limitation  as  to  the 
length  of  staple  of  cotton  deliverable  upon  contract  is  fixed  in  the 
amendments.  But  inasmuch  as  the  bill  prohibits  the  use  of  contracts 
under  the  iniquitous  fixed  difference  system,  as  already  described, 
and  substitutes  therefor  the  commercial  difference  system,  thus  pro- 
viding a  sliding  scale  of  value  to  take  care  of  the  variation  in  grade, 
it  is  necessary  that  the  sliding  scale  of  value  for  staple  should  be 

f>rovided  for  also.  Therefore  it  was  necessary  to  specify  the  minimum 
ength  deliverable  on  contract,  and  this  is  all  the  more  imperative 
because,  as  a  matter  of  fact,  the  value  of  cotton  is  more  dependent 
upon  the  length  of  staple  than  upon  its  grade.  However,  owing  to 
the  custom  of  the  trade  and  to  the  difficulty  attending  the  fixing  of 
standards  for  length,  no  system  of  differences  for  staple  applicable  to 
cottons  of  less  than  1 J  inches  has  been  put  in  operation  on  any  of  the 
great  future  markets. 

In  prescribing  seven-eighths  of  an  inch  as  a  minimum  length  of 
staple  deliverable  on  contract,  all  parties  at  interest  have  been  most 
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carefully  considered,  including  the  farmer,  the  actual  consumer  of 
cotton — the  wearer  of  the  cotton  goods — and  the  spinner.  The  com- 
mittee is  not  unmindful  of  the  fact  that  under  this  restriction  as  to 
staple  there  will  be  some  little  cotton  undeliverable  on  contract,  but 
the  best  testimony  before  the  committee  is  that  this  amount  will  be 
relatively  negligible. 

The  whole  purpose  of  the  committee  in  its  recommendations  is  to 
prescribe  by  law  such  a  contract  as  will  reflect  accurately  the  value 
of  the  bulk  of  the  cotton  crop — a  contract  whose  value  is  fixed  by 
the  bulk  of  the  cotton  crop  and  not  a  small  percentage  of  it,  and  that 
of  undesirable  quality,  and  the  limitations  as  to  grade  and  length  of 
staple  deliverable  are  of  vital  importance  to  the  accomplishment  of 
this  purpose.  The  committee  does  not  believe  that  any  future  con- 
tract can  be  made  to  be  fair  and  just  to  the  producer  of  cotton  which 
does  not  fix  a  minimum  grade  and  length  of  staple  of  the  cotton 
deliverable  on  it  and  in  settlement  of  it. 

IV.  Certificates  to  State  Qualities  of  Cotton  to  be  Deliv- 
ered— Abolition  of  Pro  Forma  Deliveries. 

The  committee  desires  to  call  attention  to  two  other  features  of 
the  contract  of  certain  of  the  great  future  markets  which  make  it 
essentiallv  and  emphatically  a  seller's  contract  and  unfair  to  legiti- 
mate trade,  namely:  (1)  That  tenders  of  cotton  under  such  contracts 
do  not  indicate  the  qualities  of  cotton  which  it  is  proposed  to  deliver, 
and  (2)  that  under  the  pro  forma  delivery  practice  several  weeks 
frequently  elapse  before  the  person  who  is  obligated  to  receive  the 
cotton  knows  the  grades  that  have  been  tendered  and  which  he  has 
been  forced  to  pav  for  at  the  time  of  delivery.  These  features  of  the 
contract  are  so  closely  allied  that  the  committee  will  discuss  them  in 
connection  with  each  other. 

The  transactions  taken  together  are  technically  known  as  pro 
forma  deliveries,  and  mean  that  a  mere  delivery  of  a  warehouse 
receipt  within  the  contract  month  is  held  to  be  sufficient  delivery  to 
satisfv  a  contract.  The  contract  does  not  require  that  this  receipt 
shall  either  identifv  the  grade,  by  means  of  marks  and  numbers  of 
each  individual  bale,  nor  the  date  when  the  cotton  is  to  be  turned 
over  to  the  purchaser  thereof.  The  fact  is  that  a  purchaser,  under 
such  a  contract,  is  buying  a  cat  in  the  bag.  He  neither  knows  the 
color  of  the  cat  nor  its  qualities.  It  may  be  he  desires  a  white  cat; 
the  probabilitv  is,  under  this  svstem,  he  will  get  a  ring-streaked  cat, 
which  would  be  of  no  value  to  him  whatever.  More  than  that,  he  has 
no  means  of  knowing  when  the  cat  is  to  be  delivered  into  his  posses- 
sion, but  he  must  await  the  pleasure  of  the  classification  committee 
to  classify  this  animal  into  its  proper  class,  although  he  has  already 
paid  over  his  monev  and  is  losing  interest  on  it  each  day  of  the  delay 
of  the  delivery.  This  may  be  a  crude  illustration  but  it  is  in  fact,  the 
committee  believes,  an  accurate  description  of  the  practice  under 
the  pro  forma  delivery.  The  committee  would  call  attention  to  an 
authenticated  instance  of  the  abuse  of  this  kind  of  delivery. 

A  contract  for  400  bales  of  cotton  matured  last  January.  On  the 
last  day  of  the  month  a  three-day  notice  of  intention  to  deliver  was 
given.  On  Februarv  2  a  pro  forma  invoice  giving  the  weight  of  the 
400  bales,  but  not  their  grade,  was  presented  to  the  receiver  of  the 
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cotton,  who,  under  the  rules  of  the  exchange,  was  compelled  to  pav, 
and  did  actually  pay,  for  the  cotton  represented  by  the  invoice.  On 
February  2,  6,  and  9,  and  on  other  intermediate  dites  daliveries 
were  effected  until,  on  February  17,  delivery  of  360  bales  out  of  the 
400  had  been  completed.  Owing  to  rejections  and  a  controversy 
between  the  receiver  and  the  tenderer  as  to  the  date  of  certification, 
the  remaining  40  bales  were  not  finally  delivered  until  March  7, 
although  the  cotton  was  to  have  been  delivered  in  January  on  a 
January  contract,  and  was  actually  paid  for  on  the  2d  day  of  Feb- 
ruary. 

This  is  by  no  means  an  extreme  case  of  the  abuse  of  pro  forma  de- 
livery. It  occurred,  however,  at  a  time  when  there  was  no  rush  of 
business  and  hence  can  not  be  justified,  as  is  commonly  done,  as  caused 
by  undue  amount  of  work  suddenly  thrown  upon  the  classification 
committee.  It  has  been  frequently  and  publicly  asserted  that  as 
much  as  three  months  have  often  elapsed  before  the  certificate  of  grade 
has  been  furnished  by  the  classification  committee  of  an  exchange  in 
order  to  complete  delivery  on  contracts. 

Again  the  fact  that  a  contract  which  forces  the  buyer  to  accept 
qualities  of  cotton  of  which  he  has  no  information  places  upon  him 
the  extra  cost  of  certification  of  the  grades  to  be  delivered  finally  in 
the  settlement  of  the  contract.  The  seller  is  relieved  of  the  burden 
and  cost  of  certification.  The  amendments  of  the  committee  re- 
quiring that  each  bale  must  be  identified  with  its  grade  by  marks 
and  numbers  will  shift  this  burden  from  the  buyer  to  the  seller,  and 
it  is  reasonable  to  assume  that  cotton  once  certified  as  to  grade  would 
either  pass  out  of  the  reserves  of  the  exchanges  into  the  channels  of 
commerce,  or  if  it  remain  in  the  reserves  and  should  be  used  for  de- 
livery purposes  in  the  future,  would  need  no  further  certification 
since  the  expense  of  certification  would  be  transferred  to  the  seller. 
The  cost  of  certification,  the  committee  is  informed,  in  the  course  of  a 
year's  time  amounts  to  considerable  and,  of  course,  as  that  of  all  over- 
head charges,  is  transmitted  back  to  the  producer. 

The  depressing  effect  on  the  value  of  contracts  of  such  a  system 
must  be  evident  to  all  fair-minded  men  who  have  any  understanding 
whatever  of  the  operations  of  the  exchanges  and  of  course  this  effect 
must  be  and  is  felt  in  the  primary  cotton  markets  of  the  country. 

V.  Publicity  of  Transactions. 

The  committee  desires  to  call  attention  to  another  important  fea- 
ture of  the  amendments  proposed  by  it,  namely,  the  requirement 
directing  the  Secretary  of  the  Treasury  to  keep  accurate  records  of 
all  transactions  conducted  upon  the  exchanges.  This  provision  will 
make  it  possible  to  obtain  much  valuable  information  heretofore  not 
definitely  known  to  anyone,  and  will  secure  a  desirable  degree  of  pub- 
licity both  as  to  the  character  and  volume  of  future  market  transac- 
tions. It  will  furnish  for  the  first  time  accurate  data  as  to  the  vol- 
ume of  business  done  by  these  exchanges  and  at  the  same  time  disclose 
the  character  of  such  transactions.  The  committee  believes  this  to 
be  a  most  important  feature  of  the  amendments.  Evildoers,  persons 
dealing  in  shady  transactions,  fear  the  light  of  day,  publicity,  more 
than  they  fear  anything  else. 
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VI.  Consideration   of   House    Amendments    by    Sections. 

The  committee  desires  to  discuss  briefly  the  amendments  pro- 
posed by  it,  section  by  section. 

Section  1  prescribes  the  short  title  of  the  act. 

Section  2  defines  certain  terms  used  in  the  amendments. 

Section  3  levies  a  tax  upon  all  contracts  of  sale  of  cotton  for  future 
delivery  which  do  not  conform  to  the  character  of  contracts  fixed 
in  subsequent  sections,  and  the  tax  of  $5  per  bale,  or  $500  per  con- 
tract is  absolutely  prohibitive  against  the  prescribed  contracts. 

Section  4  requires  that  each  contract  of  sale  of  cotton  for  future 
delivery  shall  be  in  writing,  plainly  stating  the  terms  of  the  contract, 
including  the  quantity  of  cotton  involved  and  the  names  and  addresses 
of  the  seller  and  buyer.  These  requirements  force  the  use  of  a  con- 
tract which  will  furnish  the  most  valuable  and  only  conclusive  evi- 
dence as  to  the  nature  and  taxability  of  the  particular  contract.  The 
importance  of  requiring  that  the  evidence  of  these  contracts  be  in 
writing  will  be  more  fully  disclosed  in  the  discussion  of  that  section 
of  the  act  which  touches  the  publicity  of  the  transactions  of  the 
exchanges. 

Section  5  provides  that  no  tax  shall  be  levied  on  any  contract  for 
the  future  delivery  of  cotton  if  the  contract  comply  with  certain  con- 
ditions. The  committee  believes  that  a  contract  for  the  future 
delivery  of  cotton  which  guarantees  fairness  to  all  interested,  espe- 
cially the  producer  of  cotton,  should  not  be  taxed  at  all  and  hence 
has  provided  for  exemption  from  taxation  of  such  contracts.  The 
conditions  which  are  believed  to  guarantee  the  commercial  honesty 
and  economic  justification  of  a  contract  are  as  follows: 

Condition  1 :  The  contract  must  be  in  writing  and  conform  to  the 
rules  and  regulations  made  pursuant  to  this  act. 

Condition  2:  The  contract  must  specify  the  basis  grade  of  com- 
parison which  shall  be  one  of  the  grades  established  by  the  Secretary 
of  Agriculture  as  provided  in  section  9,  the  contract  price  per  pound 
of  cotton  of  such  grade,  the  date  of  purchase  or  sale,  and  the  time  of 
fulfillment  or  settlement  of  the  contract. 

Condition  3 :  Enforces  the  use  of  official  standards  in  all  settlement 
of  future  contracts  by  the  delivery  of  actual  cotton.  In  other  words, 
so  far  as  the  future  markets  of  the  United  States  are  concerned,  they 
will  all  be  compelled  by  this  feature  of  their  contract  to  use  the  Gov- 
ernment standards.  If  they  do  not  use  such  standards,  each  contract 
for  100  bales  will  be  subject  to  a  tax  of  $500,  as  provided  in  section 
3.  The  importance  of  uniform  grades  has  been  pointed  out  already, 
and  this  condition  will  do  away  entirely  with  the  present  multiplicity 
of  standards  and  bring  the  trade  to  the  adoption  of  a  uniform  stand- 
ard, which  is  so  much  desired. 

Condition  4  requires  the  use  of  actual  " commercial  differences" 
in  the  settlement  of  a  contract  and  abolishes  the  system  of  so-called 
"  fixed  differences."  Machinery  by  which  the  actual  commercial 
differences  in  grade  values  are  to  be  determined  will  be  found  in 
sections  6,  7,  and  8  of  the  committee  amendments.  The  importance 
of  this  condition  can  not  be  overstated,  but  the  committee  feels  that 
sufficient  emphasis  has  been  given  to  it  in  the  discussion  of  the 
general  features  of  the  amendments. 
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Condition  5  excludes  certain  named  and  described  types  of  cotton 
from  delivery  on  future  contract,  such  as  the  misfits,  rejections, 
riffraff,  and  dog  tail"  of  the  cotton  world,  and  this  feature  of  the 
contract  has  been  discussed  fully  already. 

Condition  6  prescribes  that  all  tenders  of  cotton  shall  be  for  the 
full  number  of  bales  involved  in  the  contract,  and  that  five  days' 
notice  of  the  intention  to  deliver  must  be  given.  This  provision 
cures  the  evils  arising  out  of  such  contracts  as  do  not  require  that 
tenders  of  cotton  under  them  shall  indicate  the  qualities  which  it  is 
proposed  to  deliver,  and  also  effectually  puts  an  end  to  the  evil  prac- 
tice of  pro  forma  deliveries  about  which  so  much  complaint  is  justly 
made.  Full  discussion  of  the  practices  prohibited  by  this  section 
has  been  had. 

Condition  7  sets  up  the  machinery  by  which  cases  of  disputes 
between  buyer  and  seller  as  to  the  quality,  or  the  grade,  or  the 
length  of  staple  of  any  cotton  tendered  under  the  contract  shall  be 
settled,  and  provides  that  the  determination  of  fact  by  the  Secre- 
tary of  Agriculture  shall  constitute  prima  facie  evidence  of  the  true 
grade  and  class  of  the  cotton  in  dispute.  There  is  here  provided  a 
disinterested  and  unbiased  tribunal  to  decide  questions  of  fact  regard- 
ing the  quality  of  cotton  involved  in  dispute  and  takes  that  power 
from  interested  members  or  employees  of  the  exchanges  who  here- 
tofore have  exercised  it. 

Section  6  provides  for  the  settlement  of  contracts  on  the  basis  of 
commercial  differences  and  provides  machinery  for  ascertaining 
these  differences.  The  authority  is  given  the  Secretary  of  Agricul- 
ture to  select  five  or  more  cities  wherein  cotton  is  marketed  in  suffi- 
cient volume  to  reflect  accurately  the  value  of  spot  cotton.  The 
prices  prevailing  in  these  markets  shall  be  averaged  and  the  average 
difference  in  value  as  determined  in  these  five  or  more  cities  is  to  be 
used  as  the  basis  of  value  for  the  various  grades  in  the  settlement  of 
contracts.  The  value  of  the  various  grades  or  "difference  sheet" 
arrived  at  by  taking  the  average  figures  of  five  or  more  cities  rests  on 
a  broad  foundation  and  is  relatively  incapable  of  manipulation,  as  it 
would  probably  always  be  more  expensive  to  manipulate  five  or 
more  spot  markets  than  it  would  be  profitable  to  manipulate  a  single 
future  market.  Furthermore,  any  market  which  permits  itself  to  be 
manipulated  faces  the  danger  of  being  excluded  from  the  list  of  bona 
fide  spot  markets.  For  economic  reasons  also  cotton  will  cease  to 
move  toward  a  market  whose  prices  for  the  actual  cotton  are  lower 
than  the  actual  values  in  the  other  spot  markets. 

Section  7  confers  specific  authority  upon  the  Secretary  of  Agricul- 
ture to  conduct  investigations  and  to  designate  from  time  to  time 
which  cities  shall  be  considered  bona  fide  spot  markets  for  the  pur- 
poses of  this  act:  and,  furthermore,  it  requires  him  to  perform  the 
duties  outlined  in  the  section.  It  is  provided  that  suitable  public 
notice  shall  be  given  of  action  in  all  of  these  respects. 

Section  8  lays  down  the  general  principles  to  be  followed  in  the 
determination  of  what  shall  be  considered  bona  fide  spot  markets 
within  the  meaning  of  the  act,  and  specifically  provides  a  method  of 
arriving  at  the  differences  in  value  between  grades  in  event  the  un- 
likely contingency  should  arise  of  there  being  less  than  five  spot 
markets  using  the  official  standards  of  the  United  States  as  a  basis  of 
their  quotations.     In   such   contingency   a   proviso   authorizes    the 
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Secretary  of  Agriculture  to  prescribe  rules  and  regulations  which 
shall  govern  the  exchanges  in  determining  the  actual  commercial 
differences  in  value  of  the  various  grades  of  spot  cotton  according  to 
the  official  cotton  standards  of  the  United  States. 

Section  9  authorizes  the  Secretary  of  Agriculture  to  establish  and 
promulgate  official  cotton  standards,  an  essential  duty  in  connection 
with  the  proper  enforcement  of  any  futures  act  which  compels  the 
use  of  national  cotton  standards.  It  further  enacts  into  permanent 
law,  with  such  changes  or  replacements  as  the  Secretary  of  Agri- 
culture may  deem  necessary,  the  present  official  standards,  as  there 
mav  be  some  question  as  to  their  legal  status  from  the  fact  that  they 
were  first  established  in  a  general  appropriation  act,  and  that  they 
have  been  provided  for  annually  through  current  appropriations 
acts.  The  authority  conferred  in  this  section  is  further  necessitated 
by  the  fact  that  the  bill  as  drawn  authorizes  the  delivery  on  future 
contracts  of  qualities  of  cotton  not  now  standardized,  and  which 
can  not  be  standardized  by  any  official  of  the  Government  under 
existing  law. 

In  this  connection  it  may  be  further  noted  that  there  exists  at  the 
present  time  an  unusually  favorable  condition  for  reaching  an  agree- 
ment upon  world-wide  standards  for  American  cotton.  At  a  con- 
ference in  Liverpool  in  1913  of  representatives  of  practically  all  cotton 
exchanges,  American  and  foreign,  a  set  of  proposed  international  or 
universal  standards  was  prepared.  These  standards  were,  further- 
more, adopted  by  the  great  foreign  exchanges  at  Liverpool,  Bremen, 
and  Havre  to  be  effective  on  September  1,  1914.  The  American 
exchanges  declined  to  accept  them  on  account  of  the  existence  of  tho 
present  Government  standards.  It  is  important  in  this  connection 
to  note  also  that  these  new  types  for  the  various  grades,  although 
ostensibly  based  on  the  present  Liverpool  standards  for  white  cotton, 
approach  the  present  United  States  Government  types  more  closely 
than  thev  do  their  present  Liverpool  prototypes.  All  cotton  interests 
in  the  United  States  have  always  favored  the  international  stand- 
ard for  American  cotton.  Authority  conferred  in  section  9  is  broad 
enough  to  prove  of  great  assistance  in  obtaining  this  end.  A  very 
definite  assistance  toward  bringing  about  the  universal  application  of 
anv  standards  established  and  promulgated  under  this  act  rests  upon 
the  fact  that  thev  will  be  avoided  by  the  payment  of  an  excessively 
high  tax  of  $500  per  contract  of  100  bales  each. 

The  committee  considers  this  section  of  the  utmost  importance  to 
the  trade. 

Section  10  provides  for  such  contracts  as  partake  of  a  future  nature 
but  which  in  fact  are  not  such  contracts  in  a  technical  sense  as  are 
those  contracts  upon  which  the  amendment  aims  to  lay  any  restric- 
tions. Contracts  upon  which  restrictions  >are  intended  to  be  laid  are 
such  as  are  dealt  in  only  upon  future  markets  such  as  the  New  York 
and  New  Orleans  exchanges,  but  the  contracts  provided  in  this  sec- 
tion are  such  as  are  dealt  in  upon  spot-cotton  exchanges  such  as  are 
Memphis,  Augusta,  and  others.  However,  on  account  of  the  semi- 
future  nature  of  some  of  the  contracts  -dealt  in  upon  these  spot 
exchanges,  the  committee  deemed  it  necessary  to  provide  specifi- 
cally for  their  exemption  from  taxation.  These  contracts  in  reality 
cover  spot  transactions  known  in  the  trade  as  "f.  o.  b."  contracts, 
contracts  for  cotton  "to  arrive,"  "for  prompt  delivery,"  and  the 
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like.  In  this  connection  the  committee  calls  attention  to  the  fact 
that  this  section  provides  a  form  of  contract  under  which  all  qualities 
of  cotton  may  be  dealt  in  on  such  exchanges  as  do  not  deal  in  a  basis 
contract,  thus  largely  removing  the  objection  that  might  be  made 
against  the  prohibition  of  the  delivery  of  low  qualities  of  cotton  on 
future  exchange  contracts.  In  this  section  the  committee  has  pro- 
vided a  contract  which  will  take  care  of  the  low-grade  cotton,  the 
only  condition  being  the  contract  used  specifies  the  qualities  of  the 
cotton  to  be  delivered  in  settlement  of  the  contract. 

Of  course  it  must  be  understood  that  these  low  qualities  of  cotton 
can  not  be  delivered  in  settlement  of  those  contracts  which  are 
dealt  in  upon  the  future  markets  of  the  country  and  can  be  delivered 
only  in  settlement  of  contracts  which  are  made  through,  spot  ex- 
changes. The  general  object  of  this  section  is  to  remove  any  question 
as  to  the  conduct  of  the  very  class  of  transactions  which  is  most 
desirable  and  which  the  bill  aims  to  promote,  namely,  contracts 
that  can  be  satisfied  only  by  the  delivery  of  the  particular  cotton 
covered  by  the  contract  and  never  by  means  of  "  set  off"  or  "ring" 
settlements,  the  usual  method  of  settlement  of  future  contracts. 

Section  11.  This  section  provides  for  the  imposition  of  the  tax 
provided  in  section  3  on  any  order  for  the  purchase  or  sale  of  cotton 
grown  in  the  United  States  for  future  delivery  upon  any  foreign 
exchange,  when  such  order  is  transmitted  or  directed  or  authorized 
to  be  transmitted,  by  any  person  within  the  United  States.  It  will 
be  noticed  that  only  cotton  grown  in  the  United  States  is  covered 
by  this  section.  The  reason  for  the  exemption  of  foreign-grown 
cotton  grows  out  of  the  fact  that  there  may  be  cases  in  which  American 
spinners,  who  use  foreign  cotton,  such  as  Egyptian  cotton,  desires  to 
hedge  their  purchase  thereof  on  foreign  excnanges,  since  American 
exchanges,  which  deal  exclusively  with  cotton  grown  in  the  United 
States,  are  not  adapted  for  the  purpose.  The  main  purpose,  however, 
of  section  11  is  to  minimize  as  far  as  possible  the  use  of  foreign 
exchanges  for  purposes  of  illegitimate  manipulations  by  persons 
within  the  United  States  and  at  the  same  time  hold  out  to  foreign 
exchanges  an  incentive  for  adopting  the  form  of  contract  prescribed 
in  this  bill.  It  is  confidently  believed  by  the  committee  that  foreign 
exchanges  will  not  only  be  forced  to  adopt  our  standard  of  grades, 
but  also  our  form  of  contract,  and  if  the  opinion  of  the  committee  is 
correct,  this  section  of  the  bill  will  go  far  toward  revolutionizing  the 
cotton  trade  of  the  world. 

Section  12  provides  for  the  payment  of  the  tax  by  the  seller  of  the 
contract  and  the  means  whereby  the  tax  shall  be  paid.  Tne  fact 
that  the  Secretary  of  the  Treasury  may  find  a  source  of  revenue  in 
these  transactions  will  tend  to  a  degree  of  supervision  over  all 
transactions. 

Section  13  provides,  as  one  of  the  penalties,  that  any  future  con- 
tract which  does  not  conform  to  the  requirements  of  sections  4  and 
11  of  the  act  shall  be  unenforceable  in  any  court  of  the  United  States. 

Section  14  authorizes  the  Secretary  of  the  Treasury  to  make  rules 
and  regulations  and  appoint  agents  to  collect  the  tax  imposed  and 
furthermore  authorizes  him  to  exact  the  keeping  of  necessary  records 
which  will  be  open  to  the  agents  of  the  United  States,  disclosing  the 
character  and  volume  of  the  transactions  conducted  upon  the  ex- 
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changes.     This  section  provides  for  the  publicity  to  which  reierence 
has  been  made  already  and  is  regarded  by  the  committee  as  important. 

Section  15  prescribes  that  any  person  evading  or  attempting  to 
evade  the  tax  provided  in  the  act  or  otherwise  violating  its  provisions 
or  rules  or  regulations  made  thereunder  shall  be  deemed  guilty  of  a 
misdemeanor  and  upon  conviction  thereof  shall  be  fined  not  less  than 
$100  nor  more  than  $20,000,  in  the  discretion  of  the  court,  and  in 
the  case  of  natural  persons  may  in  addition  be  punished  by  imprison- 
ment for  not  less  than  60  days  nor  more  than  3  years.  The  severity 
of  these  penalties  is  sufficient  to  dissuade  even  the  wealthiest  and  most 
powerful  cotton  operators  from  attempting  to  evade  the  law,  and  this 
is  especially  true  in  view  of  the  fact  that  responsibility  is  personal 
and  that  imprisonment  of  individuals  is  provided  for. 

Section  16  imposes  an  additional  penalty  of  $2,000  to  be  recovered 
by  civil  action,  one-half  of  which  is  to  be  paid  to  the  person  furnish- 
ing information.  This  provision  adds  greatly  to  the  effectiveness  of 
the  measure. 

Section  17  grants  immunity  from  prosecution  to  persons  coincident 
with  other  constitutional  rights  who  may  be  called  to  testify  to  vio- 
lations of  the  act. 

Section  18  provides  that  the  payment  of  any  tax  levied  by  the  act 
shall  not  exempt  the  person  paying  the  same  from  any  penalty  or 
punishment  under  said  law,  nor  shall  it  prevent  the  imposition  of 
taxes  on  the  same  transaction  by  any  State.  This  statement  is 
merely  declaratory  of  existing  law  and  gives  assurance  that  this  act 
will  alter  the  rights  of  the  State  in  no  respect  whatever. 

Section  1 9  makes  appropriation  to  enable  the  Secretary  of  the  Treas- 
ury to  carry  out  the  duties  laid  upon  him  by  the  act. 

Section  20  makes  appropriation  to  enable  the  Secretary  of  Agri- 
culture to  carry  out  those  provisions  of  the  act  for  which  he  is  respon- 
sible, and,  furthermore,  authorizes  him  to  conduct  all  necessary 
investigations,  collect  data,  and  publish  the  same  by  any  means  he 
may  deem  necessary  as  to  what  are  bona  fide  spot  markets.  It  also 
authorizes  him  to  publish  his  findings  of  fact  regarding  spot  markets 
and  the  values  of  the  cotton  of  the  different  grades  in  them  by  such 
means  as  he  may  deem  necessary.  This  authority  will  be  an  in- 
valuable corrective  to  the  price  quotations  of  all  of  the  exchanges 
and  will  go  far  toward  insuring  that  they  will  accurately  reflect  the 
true  values  of  the  various  grades  of  cotton  standardized  by  the  United 
States. 

Section  21  prescribes  when  the  provisions  of  the  act  shall  go  into 
effect  and  has  been  carefully  worded  in  order  to  give  enough,  but 
not  too  much,  time  for  the  exchanges  to  alter  their  business  in  accord- 
ance with  the  act  and  for  the  executive  departments  concerned  to 
carry  out  the  duties  imposed  upon  them  and  to  provide  against  any 
violent  fluctuations  of  price  or  chaotic  conditions  that  might  be  inci- 
dent to  a  too  sudden  change  in  methods. 

Summary. 

Briefly  summarized,  the  Senate  bill  as  amended  by  the  House 
committee  undertakes  to  regulate  the  transactions  of  such  cotton 
exchanges  as  deal  in  " futures."  It  recognizes  the  economic  value 
of  such  exchanges  as  use  a  contract  representative  of  the  true  value 
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of  spinable  cotton  and  levels  its  prohibition  against  those  exchanges 
only  the  value  of  whose  contracts  is  susceptible  to  violent  fluctua- 
tions and  manipulation.  Upon  such  contracts,  the  value  of  which, 
under  the  rules  of  the  exchanges,  does  not  reflect  truly  the  value  of 
spot  cotton  as  it  exists  from  day  to  day  in  the  hands  of  the  farmers 
upon  local  markets,  a  tax  of  $500  is  levied.  Such  a  tax  in  the  judg- 
ment of  the  trade  is  absolutely  prohibitive.  Upon  such  contracts, 
however,  as  do  represent  the  value  of  spot  cotton,  no  tax  whatever 
is  laid  and  this  is  true  likewise  of  all  spot-cotton  transactions,  in- 
cluding the  "f.  o.  b."  cotton,  cotton  "to  arrive,"  and  "for  prompt 
delivery." 

The  bill  compels  the  adoption  of  the  Government  official  standards 
by  all  future  markets,  thus  establishing  a  uniform  standard  of 
grades  throughout  the  country,  and  relieving  the  trade  of  the  con- 
fusion and  abuses  growing  out  of  the  present  multiplicity  of  stand- 
ards in  different  markets.  It  prohibits  the  use,  in  the  settlement 
of  contracts,  of  the  illogical  and  unsound  "fixed  difference  system," 
and  substitutes  therefor  the  system  of  commercial  differences  in 
determining  the  relative  value  of  grades  delivered  upon  contracts. 
It  denies  to  any  cotton  exchange  the  use  of  any  contract  for  the  future 
delivery  of  cotton  under  the  terms  of  which  the  very  low  grades  of 
cotton,  "rejections,"  "left-overs,"  "misfits,"  and  "dog  tails"  — 
qualities  of  cotton  entirely  unsuited  for  spinning  purposes — are  deliv- 
erable upon  it,  and  provides  that  cotton  of  a  staple  less  than  seven- 
eighths  of  an  inch  in  length  shall  not  be  delivered  in  the  settlement 
of  such  a  contract. 

Under  the  provisions  of  the  bill  each  bale  of  cotton  to  be  delivered 
upon  a  contract  shall  be  identified  by  grade  with  the  date  when  the 
cotton  is  to  be  delivered  to  the  purchaser,  thus  abolishing  the  vicious 
practice  of  long  delays  and  pro  forma  deliveries.  It  provides  that 
the  Secretary  of  Agriculture  shall  determine  in  cases  of  disputes 
arising  between  the  person  making  the  tender  and  the  person  receiv- 
ing the  same,  the  quality  or  the  grade  or  the  length  of  staple  in  dis- 
pute, furnishing,  as  it  were,  an  unbiased  tribunal  to  which  may  be 
referred  disputes  which  involve  the  quality  or  the  grade  or  the 
length  of  staple  of  any  cotton  tendered  under  the  contract.  Provision 
is  made  for  the  method  of  determining  the  relative  commercial  value 
of  the  different  grades  of  cotton  which  may  be  delivered  upon  con- 
tract, and  the  Secretary  of  Agriculture  is  given  such  plenary  power 
as  will  make  it  impossible  to  manipulate  the  machinery  by  which 
these  differences  are  determined.  Authority  is  given  the  Secretary 
of  Agriculture  to  establish  and  promulgate  standards  of  cotton  by 
which  its  quality  and  value  may  be  judged,  including  its  grade, 
length  of  staple,  strength  of  staple,  color,  and  such  other  qualities, 
properties,  and  conditions  which  may  be  standardized  in  practical 
form,  thus  making  certain  the  legality  of  the  official  standard  of 
grade.  It  is  required  of  all  persons  coming  within  the  provisions  of 
the  bill  to  keep  such  records  and  statements  of  accounts  as  will  fully 
and  correctly  disclose  all  transactions  made  upon  any  exchange, 
board  of  trade,  similar  institution,  or  place  of  business.  The  bill 
undertakes  to  prevent,  as  far  as  possible,  the  transfer  of  the  present 
vicious  practices  of  certain  exchanges  from  this  country  to  foreign 
countries.  It  is  provided  that  any  person  liable  to  the  payment  of 
any  tax  imposed  by  the  bill  who  fails  to  pay,  or  evades  or  attempts 
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to  evade  the  payment  of  such  a  tax,  or  any  person  who  otherwise 
violates  any  of  the  provisions  of  the  act,  or  any  rule  or  regulation 
made  under  it,  shall  be  fined  not  less  than  $100  nor  more  than  $20,000. 
and  in  case  of  natural  persons,  may,  in  addition,  he  punished  by  im- 
prisonment for  not  less  than  60  days  nor  more  than  3  years,  and  in 
addition  to  this  may  be  fined  $2,000,  to  be  recovered  in  an  action 
founded  on  this  act  in  the  name  of  the  United  States  as  plaintiff. 

The  whole  purpose  of  the  cotton  futures  bill  is  to  compel  by  law 
the  use  of  such  a  contract  by  the  future  markets,  the  quotations  of 
the  value  of  which  will  reflect  accurately  and  truly  the  value  of  spot 
cotton  of  spinable  and  usable  quality. 

In  the  light  of  the  best  information  available,  the  ultimate  effect 
of  providing  a  contract  of  the  character  described  in  the  bill  will  be 
to  enhance,  in  the  opinion  of  experts,  the  value  of  the  cotton  crop 
in  the  hands  of  the  farmers  of  the  South  not  less  than  $100,000,000 
annually. 


PART  3 
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February  26,  1914. — Ordered  to  be  printed. 


Mr.  Smith  of  South  Carolina,  from  the  Committee  on  Agriculture 
and  Forestry,  submitted  the  following 

EEPORT. 

[To  accompany  S.  110.] 

The  Committee  on  Agriculture  and  Forestry,  to  which  was  re- 
ferred the  bill  (S.  110)  to  regulate  trading  in  cotton  futures  and 
provide  for  the  standardization  of  "upland"  and  "Gulf"  cottons 
separately,  having  had  the  same  under  consideration,  respectfully 
reports  the  same  back  to  the  Senate,  with  the  recommendation  that 
the  bill  pass  with  certain  amendments. 

There  is  no  question  of  more  importance  to  the  foreign  and  domes- 
tic trade  of  the  United  States  than  the  question  of  the  production 
and  selling  of  cotton,  and  yet  there  is  no  subject  approaching  it  in 
importance  so  little  generally  understood.  For  years  the  cotton 
farmers  of  the  United  States  have  been  complaining  that  certain 
practices  have  grown  up  in  the  cotton  exchanges  of  the  country 
detrimental  to  their  weliare.  The  claim  has  been  made  that  these 
exchanges  have  adopted  rules  and  regulations  and  certain  forms  of 
contracts  which  give  a  certain  class  of  speculators  and  gamblers 
practical  control  of  the  cotton  trade.  So  serious  did  this  matter 
become  that  a  resolution  was  introduced  and  passed  in  the  House  of 
Representatives  on  February  4,  1907,  which  read  as  follows: 

Resolved,  That  the  Secretary  of  Commerce  and  Labor,  through  the  Bureau  of  Corpo- 
rations, be,  and  is  hereby,  requested  to  investigate  the  causes  of  the  fluctuations  in 
the  price  of  cotton  and  the  difference  in  the  market  price  of  the  various  classes  of 
cotton,  and  said  investigation  shall  be  conducted  with  the  particular  object  of  ascer- 
taining whether  or  not  said  fluctuations  in  the  prices  have  resulted  in  whole  or  in  part 
from  the  character  of  contracts  and  deliveries  thereon  made  on  the  cotton  exchanges 
dealing  in  futures  or  is  the  result  of  any  combinations  or  conspiracy  which  interferes 
or  hinders  commerce  among  the  several  States  and  Territories  or  with  foreign  countries. 

It  will  be  seen  by  the  terms  of  the  resolution  that  the  investiga- 
tion was  to  be  directed  toward  ascertaining  whether  or  not  the  cotton 
exchanges  had  acquired  the  power  to  control  the  price  of  cotton  in 
the  interest  of  their  members. 
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After  a  very  exhaustive  investigation,  Commissioner  Herbert 
Knox  Smith  makes  his  report,  consisting  of  three  or  four  volumes. 
The  final  conclusion  which  he  reaches  is  that  the  New  York  exchange, 
and  to  a  lesser  extent,  the  New  Orleans  exchange,  had  such  rules 
and  regulations  and  forms  of  contracts  as  were  detrimental  to  the 
fair  and  just  operation  of  the  law  of  supply  and  demand.  He  criti- 
cized the  New  York  exchange  severely  for  what  is  technically  known 
as  its  method  of  " fixed  differences."  This  means  that  the  prices 
of  the  different  grades,  as  compared  with  some  grade  taken  as  a 
standard  of  comparison  and  universally  known  as  '"middling/'  were 
fixed  arbitrarily  by  the  exchange  for  a  certain  period  of  time.  To 
illustrate:  Prior  to  January  1,  1908,  the  New  York  exchange  had 
divided  the  different  grades  of  cotton  into  30  grades.  "Middling" 
was  the  standard  of  comparison.  This  might  be  regarded  as  repre- 
senting zero.  All  of  the  grades  below  it,  15  in  number,  were  con- 
sidered of  less  value;  all  of  the  grades  above  it,  14  in  number,  were 
considered  of  greater  value.  The  committee  of  the  exchange, 
charged  by  the  exchange  with  the  duty  of  fixing  differences,  would 
meet  on  a  given  date  and  determine  what  would  be  the  relative 
prices  of  all  the  grades  above  and  below  '"middling"  for  the  next 
three  months. 

It  will  be  understood  that  during  all  of  the  years  preceding  the 
trade  had  recognized  a  difference  in  the  value  of  the  grades,  but  as  a 
matter  of  course  this  difference  was  largely  dependent  upon  the 
supply  of  the  differ enct  grades.  They  were  never  uniform  in  their 
volume — one  season  might  be  open  and  another  might  be  cloudy 
and  damp.  During  the  open  season  there  would  be  naturally  a 
greater  supply  of  the  more  desirable  or  higher  grades  and  a  lesser 
supply  of  the  lower  or  more  undesirable  grades.  The  difference 
between  them  would  be  less,  because  there  were  certain  mills  which 
regularly  bought  and  used  the  lower  grades;  others  bought  and  usepl 
the  higher  grades.  When,  therefore,  the  supply  of  either  one  of  these 
two  divisions  was  excessive  the  law  of  supply  and  demand  was  sup- 
posed to  reflect  this,  but  under  the  fixed  difference  on  the  exchange 
it  did  not.  The  result  was  that  there  was  attracted  to  New  York  a 
considerable  amount  of  low-grade  cotton  which  was  stored  and  used 
as  stock  for  delivery  in  settlement  of  outstanding  contracts. 

A  section  of  the  New  York  Cotton  Exchange  contract  provided 
that  the  seller  of  a  contract  for  delivery  should  sell  "basis  middling," 
but  the  seller  had  the  privilege  of  delivering  in  settlement  of  this 
contract  any  grade  or  grades  admissible  under  the  terms  of  the  New 
York  Cotton  Exchange  at  his  pleasure.  This  resulted  in  an  absolute 
demoralization  of  the  trade.  For  instance,  suppose  a  seller  on  the 
exchange  were  to  sell  100  bales  for  future  delivery  at  10  cents  per 
pound,  '"basis  middling"  and  the  difference  fixed  by  the  exchange 
between  '"middling"  and  '"good  ordinary"  was  1  cent  per  pound. 
Then  the  buyer  of  this  contract  at  its  maturity  demanding  the  cotton 
were  to  receive  "good  ordinary."  He  would,  therefore,  receive 
"good  ordinary"  at  9  cents  per  pound,  the  difference  fixed  by  the 
exchange.  Suppose  the  supply  of  "good  ordinary"  was  so  great 
that  the  commercial  difference — that  is,  the  difference  to  those  who 
actually  bought  the  cotton  in  the  local  and  general  markets  for  spin- 
ning purposes  was  3  oents  per  pound,  then  the  party  accepting  the 
100  bales  at  9  cents  per  pound  on  notice  would  have  to  sell  it  in  the 
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markets  less  $10  per  bale.  His  recourse  would  be  either  to  accept 
the  loss  or  re  tender  the  cotton  back  to  the  seller,  which  was  allowed, 
and  settle  his  contract  at  the  market  difference  between  what  "  mid- 
dling" was  quoted  at  the  day  of  settlement  and  the  day  of  his  pur- 
chase. This  would  be  simply  a  marginal  transaction — a  speculative, 
gambling  transaction. 

Now,  when  this  buyer,  who  really  desired  to  Handle  cotton,  again 
bought  a  contract,  having  to  bid  a  " basis  middling"  price,  would  so 
lower  his  bid  for  "middling''  that  in  case  he  received  "good  ordi- 
nary" the  difference  between  "middling"  and  what  he  would  re- 
ceive would  be  in  conformity  with  the  commercial  difference  between 
"good  ordinary"  and  "middling,"  but  the  bid  made  for  "middling" 
in  this  instance,  in  order  to  obviate  the  loss  on  the  lower  grades  he 
would  receive,  would  be  misleading  to  the  public  as  to  the  price  he 
offered  for  "middling."  "Middling"  might  be  so  scarce  as  to  make 
it  worth  5  cents  per  pound  more,  but  it  being  the  basis  upon  which 
he  had  to  buy,  and  the  difference  between  it  and  what  he  was  likely 
to  receive  being  fixed  by  the  exchange  and  not  controlled  by  the  law 
of  supply  and  demand,  he  would  buy  without  regard  to  the  value  of 
"middling,"  but  simply  with  regard  to  what  would  be  the  difference 
between  the  price  he  offered  for  "middling"  arid  the  commercial 
price  of  the  grade  he  was  likely  to  receive. 

This  news  being  sent  abroad  throughout  the  cotton  belt  that 
"middling"  cotton  was  being  bought  in  New  York  at  8  cents  per 
pound,  when  it  was  really  worth  2  or  3  cents  more  per  pound,  demor- 
alized and  practically  ruined  the  cotton  market.  Instances  are  on 
record  where  the  quotations  for  future  contracts  "basis  middling" 
quoted  "middling"  from  $7.50  to  $10  per  bale  lower  than  "spot 
middling"  could  be  bought;  that  is,  the  actual  "spot  cotton"  out 
of  the  warehouse  in  New  York. 

Therefore  the  complaint  of  the  farmers  was  just  and  righteous. 
As  the  Commissioner  of  Commerce  and  Labor  said  in  his  report,  there 
were  a  few  who  understood  the  nature  of  a  contract  and  could 
possibly  govern  themselves  so  as  not  to  sustain  a  serious  loss,  but 
the  rank  and  file  of  the  small  farmers  of  the  country  who  were  de- 
pendent upon  the  local  buyer  for  their  prices  were  mercilessly  fleeced. 
These  local  buyers,  of  course,  would  pay  them  for  their  "middling" 
cotton  according  to  the  future  quotations  of  "middling"  cotton 
on  the  New  York  exchange. 

As  an  illustration  of  this  form  of  contract,  let  us  suppose  that  a 
real  estate  dealer  were  to  offer  for  sale  certain  lots  in  a  given  city, 
and  a  party  desiring  to  buy  was  shown  a  certain  lot  meeting  his  re- 
quirements. This  party  would  sign  a  contract,  taking  an  option  on 
this  lot  for  a  certain  length  of  time.  At  the  expiration  of  this  optional 
cod  tract  he  would  go  to  receive  the  lot,  and  the  party  selling  the 
option  on  the  lot  were  to  produce  a  clause  in  the  contract  whicligave 
the  seller  the  right  to  deliver  any  other  lot  that  he  might  own  in  the 
city,  at  a  difference  fixed  by  himself,  thereby  forcing  the  party  pur- 
chasing either  to  accept  the  undesirable  lot  at  a  difference  in  price 
fixed  by  the  seller,  or  settle  as  best  he  might  without  receiving  any 
lot  at  all,  and  in  this  imaginative  transaction  we  would  have  a 
complete  illustration  of  the  operation  of  the  exchange  under  its 
contract. 
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At  the  second  session  of  the  Sixty-first  Congress  an  appropriation 
of  $36,650  was  made  for  the  establishment  of  standards  for  the  different 
grades  of  cotton.  This  resulted  in  the  establishment  by  the  Govern- 
ment of  nine  official  grades,  viz:  "Good  ordinary/'  " strict  good  ordi- 
nary," " low  middling/'  " strict  low  middling/'  " middling,"  "strict 
middling,"  "good  middling,"  "strict  good  middling,"  and  "middling 
fair. ' '  These  grades  were  made  with  reference  to  the  color  and  foreign 
matter  of  the  cotton. 

The  bill,  which  this  report  accompanies,  Senate  110,  after  being 
carefully  reviewed  by  the  Committee  on  Agriculture  and  Forestry 
of  the  Senate,  recommends  to  Congress  that  the  mails,  telegraph,  and 
all  services  used  for  the  transmission  of  news  shall  be  denied  to  any 
party,  corporation,  association,  or  individual  who  does  not  specify 
the  specific  grade  being  sold  and  the  price  at  which  such  specific 
grade  is  being  sold,  the  date  of  delivery,  and  such  grade  or  grades  as 
are  contracted  for,  and  that  the  delivery  shall  be  according  to  the 
Government  standardization.  This  bill  would  eliminate  the  matter 
complained  of  above — the  basis  contract  and  the  fixed  difference.  It 
does  seem  that  it  is  but  fair  that  whatever  one  specifically  buys  he 
is  entitled  to  specifically  receive. 

Some  doubt  has  arisen  as  to  whether  or  not  the  Federal  Govern- 
ment has  the  power  to  determine  the  nature  of  any  contract  entered 
into  and  technically  complied  with,  wholly  within  a  particular  State, 
but  there  can  be  no  doubt  that  the  means  of  interstate  communica- 
tion may  be  denied  parties  when  it  is  demonstrated  that  such  contract 
is  not  in  accordance  with  honesty  and  fair  dealing. 

It  is  but  fair  to  state  that  since  the  introduction  of  the  bill  which 
this  report  accompanies,  a  very  startling  revelation  has  been  made 
by  the  Department  of  Agriculture  under  the  term  of  a  Senate  amend- 
ment to  the  agricultural  appropriation  bill  during  the  last  session. 
This  amendment  appropriated  $46,000  to  test  the  spinning  values  of 
the  different  grades  of  cotton  standardized  by  the  Government,  so  as 
to  ascertain  the  real,  commercial,  intrinsic  values  of  the  different 
grades.  This  has  just  been  completed  by  the  Department  of  Agri- 
culture and  samples  of  the  results  are  available.  The  result  of  this 
investigation  reveals  the  fact  that  the  difference  between  the  grades 
from  "good  ordinary"  to  "middling  fair,"  which  extremes  comprise 
the  nine  grades  standardized  by  the  Government,  is  practically  negli- 
gible. Hence,  it  appears  that  no  great  losses  would  be  sustained  by  the 
producers  of  cotton  if  the  cotton  exchanges  were  to  be  limited  in  their 
deliveries  to  the  Government  standards,  and  the  prices  of  the  different 
grades  made  to  conform  to  the  spinning  values  of  the  different  grades 
as  determined  by  the  official  tests  above  referred  to.  In  this  bill 
they  are  limited  to  the  specific  grades. 

It  is  the  opinion  of  the  committee  that  this  bill  should  pass. 
According  to  the  findings  of  the  Department  of  Agriculture  and  the 
tests  above  referred  to,  the  evils  complained  of  will  be  eliminated. 
It  is  the  opinion  of  the  committee  that  the  passage  of  this  bill  will 
ultimately  force  the  exchanges  to  accept  the  Government  standard- 
izations and  to  acknowledge  that  the  fictitious  differences  as  they 
have  heretofore  fixed  them  between  the  several  grades  are  un- 
warranted and  unreal. 
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[Address  delivered  before  the  Alabama  State  Bar  Association  at  Montgomery,  Ala.,  July  10,  1915.J 

For  more  than  30  years  there  has  been  in  progress  a  gradual,  but  steadily  increasing, 
extension  in  the  types  of  Federal  legislation  affecting,  and  in  greater  or  less  degree 
governing,  the  conduct  of  business.  Conspicuous  illustrations  of  this  are  the  inter- 
state commerce  act  and  amendments  thereto,  the  Sherman  Antitrust  Act,  the  Fed- 
real  reserve  banking  act,  the  Federal  Trade  Commission  act,  and  the  Clayton  Anti- 
trust Act.  Among  the  less  familiar,  but  important,  illustrations  may  be  cited  the 
diseased  animal  transportation  acts  of  May  29,  1884, 2  and  February  2,  1903, 3  regulat- 
ing the  movement  of  diseased  live  stock  in  interstate  and  foreign  commerce;  the 
Lacey  Act  of  May  25,  1900, 4  codified  in  the  act  of  March  4,  1909, 5  intended,  by  the 
regulation  of  interstate  shipments  of  game,  to  assist  the  States  in  the  conservation 
of  the  game  supply  of  the  United  States,  and  to  check  the  importation  of  birds  and 
animals  that  may  be  injurious  to  agriculture  or  horticulture;  the  cattle  quarantine 
act  of  March  3,  1905, 6  authorizing  the  establishment  of  quarantine  districts  on  account 
of  diseases  of  live  stock,  and  regulating  the  movement  m  interstate  commerce  of  live 
stock  from  such  quarantined  areas;  the  twenty-eight  hour  act  of  June  29,  1906, 7  regu- 
lating the  time  of  confinement  in  car3,  boats,  or  vessels  of  live  stock  transported 
in  interstate  commerce;  the  meat-inspection  act  of  June  30,  1906, 8  under  which  has 
grown  up  an  effective  system  of  Federal  supervision  of  the  slaughtering  of  approxi- 
mately 60  per  cent  of  the  cattle,  sheep,  swine,  and  goats  killed  in  this  country,  and 
the  preparation  therefrom  of  meat  food  products,  with  the  view  of  safeguarding  the 
health  of  the  people;  the  food  and  drugs  act  of  June  30,  1906, 9  designed  to  prevent 
deception  occasioned  by  improper  labeling  of  foods  and  drugs,  and  to  protect  health; 
the  insecticide  act  of  April  26,  1910, 10  prohibiting  the  shipment  in  interstate  and 
foreign  commerce  of  insecticides,  Paris  greens,  lead  arsenates,  and  fungicides,  which 
are  adulterated  or  misbranded  within  the  meaning  of  the  act;  the  plant  quarantine 
act  of  August  20,  1912, n  providing  for  the  establishment  of  quarantine  districts  on 
account  of  the  existence  of  plant  diseases  and  insect  pests,  regulating  the  movement 
in  interstate  commerce,  from  such  quarantined  areas,  of  nursery  stock  and  other 
plants  and  plant  products,  and  governing  the  importation  thereof;  the  virus  act  of 
March  4,  1913, 12  regulating  the  importation  and  interstate  shipment  of  viruses,  serums, 
toxins,  and  anal6gous  products  intended  for  use  in  the  treatment  of  domestic  animals; 
the  migratory  bird  act  of  March  4,  1913, 13  regulating  the  killing  of  insectivorous  and 


1  Subsequent  to  the  preparation  of  this  paper  two  suits  to  test  the  constitutionality  of  the  act  were  filed 
in  the  United  States  District  Court  for  the  Southern  District  of  New  York. 

2  23  Stat.,  31. 
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'  *  31  Stat.,  187. 

6  35  Stat.,  1088,  1137. 
«  33  Stat.,  1264. 

7  34  Stat.,  607. 
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»  34  Stat.,  768. 
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»2  37  Stat.,  828,  832. 
13  37  Stat..  828.  847. 
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other  birds  which  migrate  from  one  State  or  Territory  to  another;  the  imported  meat 
paragraph  of  the  tariff  act  of  October  3,  1913, 14  prohibiting  the  importation  of  un- 
wholesome meats,  and  prescribing  the  same  rigid  conditions  for  imported  meats  as  the 
meat-inspection  act  prescribes  for  domestic  meats;  the  United  States  cotton  futures 
act  of  August  18,  1914, l5  taxing,  and  regulating,  as  incidental  to  the  tax,  certain  future 
transactions  in  cotton  on  exchanges,  boards  of  trade,  and  similar  institutions  or  places 
of  business;  and  the  antinarcotic  act  of  December  17,  1914, 16  taxing,  and  regulating, 
as  incidental  to  the  tax,  the  importation,  manufacture,  and  sale  of  opium  and  its 
derivatives. 

Most  of  the  statutes  of  this  kind  are  predicated  upon  the  power  of  Congress  to  regulate 
interstate  and  foreign  commerce;  a  few  are  based  on  the  tax  clause  of  the  Constitution. 
Much  of  what  is  embodied  in  the  laws  mentioned  had  not  previously  been  the  sub- 
ject of  governmental  attention.  Much,  however,  particularly  of  the  class  which  has 
been  denominated  less  familiar,  long  before  Congress  undertook  to  deal  with  it,  had 
been  covered  by  State  legislation.  The  turning  from  the  States  to  Congress  is  sig- 
nificant. It  is  hardly  open  to  dispute  now  that  the  exercise  of  its  powers  by  Congress, 
both  in  fields  theretofore  partly  occupied  by  the  States  and  in  fields  wholly  new,  was 
in  response  to  definite  public  sentiment.  Federal  action  has  not  merely  been  acqui- 
esced in;  it  has  been  distinctly  requested  by  the  people.  The  demand  came  from 
practically  all  quarters;  from  those  in  which,  at  various  periods  of  our  history,  there 
existed  jealous  guardianship  of  what  were  regarded  as  the  rights  of  the  States  as  dis- 
tinguished from  the  rights  of  the  Federal  Government,  as  well  as  from  those  in  which 
there  has  always  been  strong  feeling  that  the  National  Government  has,  and  ought  to 
exercise,  authority  over  many  matters  with  which  it  had  never  before  concerned 
itself. 

What  is  the  explanation  of  this  change  of  popular  attitude?  Speaking  generally, 
it  seems  to  have  been  due  chiefly  to  two  causes:  (1)  A  desire  for  uniformity,  for  parities 
in  the  law  itself  which,  on  account  of  jurisdictional  difficulties,  the  States  can  not 
maintain;  (2)  an  impression  that  the  Federal  Government  performs  its  undertakings 
more  efficientlv  than  the  States  do  theirs. 

As  the  number  of  States  has  increased,  and  the  area  within  the  continental  United 
States  over  which  the  Federal  Government  has  exclusive  jurisdiction  has  been 
reduced,  people  doing  business  in  many  States,  and  people  affected  by  the  course  of 
prices  in  similar  transactions  conducted  in  many  States  have  felt  acutely  the  incon- 
venience of  the  variations  in  the  legal  requirements,  of  48  separate  sovereignties. 
This  has  been  especially  true  in  the  case  of  large  interstate  corporate  enterprises, 
but  in  a  hardly  less  degree  with  respect  to  numerous  kinds  of  commodities  whose  pro- 
duction and  distribution,  though  handled  by  different  individuals  or  classes^were  in 
widelv  separated  parts  of  the  country.  The  progress  of  the  movement  for  uniformity 
of  State  laws,  for  the  promotion  of  which  so  much  has  been  done  by  bar  associations, 
was  not  sufficiently  rapid  or  effective  to  meet  the  wishes  of  the  people.  Changes  in 
the  law  are  proverbially  slow.  Those  immediately  most  adversely  affected  by  the 
divergence  in  State  laws  accordingly  grew  impatient,  as  the  inconvenience  was  more 
clearly  demonstrated,  and  created  a  great  body  of  sentiment  in  favor  of  relying  no 
longer  upon  the  States;  of  going  to  Congress  for  laws  which  operate  alike,  throughout 
the  country,  irrespective  of  State  lines. 

The  proportions  of  some,  if  not  all,  of  the  products  affected  by  such  of  these  new 
Federal  statutes  as  were  framed  under  the  commerce  clause  which  actually  enter,  or 
at  the  time  of  their  manufacture  or  preparation  are  potential  subjects  of,  interstate  or 
foreign  commerce,  are  very  large.  The  percentages  of  those  remaining  for  exclusive 
intrastate  handling  which  do  not  voluntarily  conform  to  Federal  laws,  or  are  not  con- 
trolled by  the  laws  of  States  which  have  followed  the  example  of  the  Federal  Govern- 
ment, are  usually,  in  fact,  negligible.  The  consequence  is  that  this  Federal  legislation 
has  become  well  nigh  universal  in  its  effect;  in  practice,  it  is  applied  to  an  extent 
much  greater  than  Congress  could  require. 

Congress  has  shown  that  it  prefers  to  secure  uniformity  in  legal  requirements  by 
employing  the  authority  granted  it  by  the  commerce  clause.  The  fact  that,  in  so  many 
instances,  this  end  has  been  substantially  attained  by  that  means  doubtless  accounts 
for  the  frequency  of  the  exercise  of  Federal  jurisdiction  over  interstate  and  foreign 
commerce  when  another  constitutional  power  might  have  been  employed.  _  At  the 
same  time  there  has  been  no  definite  unwillingness  to  enact  tax  statutes,  in  their 
nature  of  full  force  intrastate  as  well  as  interstate,  whenever  they  have  appeared  to 
be  necessary  to  accomplish  the  purposes  intended. 

Whether  or  not  the  United  States  is  actually  more  efficient  than  some  of  the  States 
in  the  enforcement  of  law  may  be  debatable.     There  is,  however,  a  widespread  feeling 

"  38  Stat.,  114,  152,  159.  «  38  Stat.,  693.  i6  38  Stat.,  785. 
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that  it  is  more  efficient;  that  Federal  legislation  procures  more  effective  results  than 
State  legislation.  Some  of  the  reasons  assigned  for  this  belief  are  that  the  Congress  is 
more  remote  from  the  people  than  the  State  legislatures,  is  composed  of  members  from 
widely  separated  sections  of  a  much  greater  area  than  a  single  State,  whose  constitu- 
ents are  diversely  affected,  is  more  deliberate  in  responding  to  public  sentiment,  is 
apt  not  to  enact  a  new  statute  until  after  a  well-ascertained  demand  for  it;  that,  like- 
wise, the  Federal  courts  are  less  subject  to  local  influences  and  prejudices;  that  Fed- 
eral authorities  are  accustomed  more  adequately  to  execute  Federal  statutes  than 
State  authorities  are  to  execute  State  statutes;  and,  what  is  not  an  inconsiderable 
factor,  that,  whereas  some  States  are  illiberal,  not  infrequently  parsimonious,  and 
others  are  financially  poor,  when  the  Federal  Government  undertakes  a  matter  it 
customarily  supplies  its  officials  with  ample  means  to  enable  them  to  carry  out  its 
directions. 

No  competent  student  of  Federal  legislation  will  deny  that  Congress  is  far  from  hav- 
ing exhausted  its  powers  in  dealing  with  business.  Whether  there  shall  be  further 
widening  of  the  exercise  of  those  powers  is  a  political,  rather  than  a  legal,  question. 
But  the  application  of  Federal  laws  to  new  subjects  in  recent  years  has  rarely  involved 
any  novel  legal  principle.  The  sustaining  precedents  usually  run  back  almost  through- 
out the  history  of  the  Supreme  Court  of  the  United  States.  The  questions  arising  on 
the  statutes  are  nearly  always  mere  mattters  of  interpretation  and  exposition,  with  a 
view  to  ascertaining  whether  well-settled  existing  court  decisions  determine  them. 

The  United  States  cotton  futures  act  is  a  fair  example  of  this  tendency  of,  and 
toward,  Federal  legislation. 

State  laws  delating  to  the  purchase  and  sale  of  cotton  for  future  delivery  have  failed 
to  accomplish  their  intention.  They  have  been  various  in  form  ;17  but  their  prevailing 
assumption  is  that  dealing  in  cotton  futures  is  gambling,  because  it  is  a  guess  or  bet 
on  the  value  of  an  article  not  in  possession,  frequently  not  even  grown  or  planted,  and 
is  therefore  wrong,  morally  or  economically,  or  both.  The  cotton  exchanges  have 
encountered  little  difficulty  in  adjusting  their  rules  to  these  statutes.  In  general, 
by  the  use  of  a  system  of  symbols  for  actual  cotton,  they  have  theoretically  eliminated 
transactions  in  nonexistent  commodities  and  thereby  stripped  from  the  business  the 
features  which  State  laws  declare  to  be  unlawful.  In  addition,  the  Federal  Con- 
stitution is  an  undoubted  embarrassment  to  the  drafting  of  effective  legislation  by  a 
State,  aimed  to  correct  some  of  the  effects  of  dealing  in  cotton  futures,  which  are 
conceded  to  be  evil. 

The  consumption  of  cotton  is  remote  from  the  places  in  which  it  originates.  An 
overwhelming  percentage  of  it  moves  in  interstate  or  foreign  commerce.  The  prices 
to  producers  are  inevitably  influenced,  and  in  large  measure  fixed,  by  transactions 
in  States  other  than  those  in  which  it  is  grown  and  in  foreign  countries.  The  prices 
producers  receive  for  spot  cotton  in  primary  markets  are  almost  entirely  dominated 
by  quotations  on  future  exchanges.  For  many  years  a  large  proportion  of  the  member- 
ship of  both  spot  and  future  exchanges  have  felt  that  there  were  abuses  in  the  methods 
prevailing  on  some  or  all  of  the  future  exchanges.  Contemporaneously,  the  feeling 
among  producers  and  spinners  that  they  were  unfairly  treated  had  been  deep  and 
becoming  widespread.  Facts  of  this  kind  ultimately  led  Congress  to  comply  with 
the  long-standing  demand  for  an  attempt  by  it  to  afford  relief. 

At  nearly  every  session  of  Congress  since  1884,  bills  dealing  with  the  regulation  of 
cotton  futures  have  been  introduced.  A  schedule  of  120  of  these  has  been  made. 
(See  note  at  end.)  They  have  generally  been  based  upon  the  post  office  and  post 
roads,  or  the  commerce,  or  the  tax,  clause  of  the  Constitution.  Previous  to  the  Sixty- 
third  Congress,  three  passed  the  House.  Another,  the  Hatch  bill,ls  passed  both 
Houses  at  the  Fifty-second  Congress,  and  failed  only  because  of  a  parliamentary 
situation  in  the  House,  in  which  it  originated;  near  the  end  of  the  session,  in  March, 
1893,  the  test  vote  on  certain  Senate  amendments,  resulting  in  172  ayes  to  124  noes, 
was  taken  under  a  rule  which  required  two-thirds,  not  a  majority  only,  for  affirmative 
action.19 

At  the  first  session  of  the  Sixty-third  Congress  the  Senate  incorporated  in  the  tariff 
bill  a  clause,  known  as  the  Clarke  amendment,20  imposing  a  tax,  at  the  rate  of  50  cents 
: 

17  Alabama,  Code  of  1907,  sees.  3345,  3349-3353;  Arkansas.  Acts  of  1907,  No  162,  approved  Apr.  11,  1907. 
Castle,  Annotated  Statutes,  1911,  sees.  1753a  to  1753o,  inclusive:  Florida,  Act  of  June  3,  1907,  eh.  5680,  Florida 
Compiled  Laws,  Annotated,  1914,  sees.  37l3h  to  3713p,  inclusive;  Georgia,  lark's  Annotated  Code.  sees. 
4117,  4257-4264;  Louisiana,  Acts  of  1S9S,  No.  16,  p.  20:  Mississippi,  Code  of  1906,  sees.  1201,  1202.  2303,  Laws 
of  1908,  ch.  118,  p.  120:  Missouri,  Revised  Statutes,  1909,  sees.  47N0-47SS;  North  Carolina,  roll's  Kevisal  of 
1908,  sees.  1689,  3823;  South  Carolina,  Code  of  Lavs  1912,  vol.  2,  sees.  262-270:  Tennessee,  Acts  oi  1883,  eh. 
251,  Shannon's  Code  of  IS96,  sees.  3166-3170;  Virginia,  Acts  of  Assembly,  1908,  eh.  344.  approved  Mar.  14, 
1908.  "  li 

is  H.  R.  7845. 

19  Congressional  Record,  vol.  24,  pt.  3,  p.  2358. 

20  No.  609  to  H.  R.  3321. 
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a  bale  (of  500  pounds),  on  each  sale  of  cotton  for  future  delivery,  equivalent  to  $50 
on  each  so-called  exchange  contract,  involving  100  bales.  The  Senate  receded  from 
its  insistence  upon  that  provision  only  after  the  House  had  shown  clearl\  that  it  favored 
some  action  on  the  subject,  but  disagreed  as  to  the  particular  method  proposed,  and 
indicated  strongly  that  the  matter  would  be  taken  up  comprehensively  at  the  next 
session. 
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Some  of  the  bills  passed  by  the  House  were  intended  to  drive,  and  if  they  had  be- 
come law  probably  would  have  driven,  future  cotton  exchanges  out  of  existence. 
Notable  among  these  were  the  Scott  bill 22  at  the  Sixty-first  Congress,  in  1910,  and  the 
Beall  bill 23  at  the  Sixty-second  Congress,  in  1912.  The  Clarke  amendment,  so  stren- 
uously urged  by  the  Senate  in  1913,  was  designed  to  destroy,  and  it  is  currently  be- 
lieved, if  enacted,  would  effectively  have  destroyed  dealings  in  cotton  futures  on 
exchanges.  Indisputably,  this  result  could  have  been  legally  accomplished  by  a 
statute  based  on  the  Federal  Government's  power  of  taxation.  A  law  of  that  kind 
would  have  been  sustained  by  the  long-standing  precedent  of  the  act  of  1866, 24  apply- 
ing a  prohibitive  tax  on  the  circulation  of  State  bank  notes,  held  constitutional  by 
the  Supreme  Court  of  the  United  States  in  Veazie  Bank  v.  Fenno.25  Another  prece- 
dent, so  far  uncontested,  would  have  been  the  Phosphorous  Matches  Act  of  1912. 26 
It  is  also  significant  that  the  votes  on  the  Hatch  bill  showed  that  a  majority  of  each 
House,  more  than  20  years  ago,  favored  drastic  action  on  the  subject. 

When  the  second  session  of  the  Sixty- third  Congress  convened,  the  situation  was 
that  each  House  had  previously  gone  squarely  on  record  separately  as  desiring  a 
wholly  destructive  measure.  A  great  deal  of  sentiment  in  favor  of  wiping  out  future 
cotton  exchanges  still  persisted  in  both  Houses.  Investigation,  however,  had  im- 
pressed, or  further  consideration  did  impress,  a  majority  that  properly  regulated 
exchanges  had  an  important  and  useful  economic  office  to  perform,  which  it  might 
be  possible  to  continue.  The  bill  which  finally  became  law  on  August  18,  1914, 
was,  accordingly,  constructive;  designed  to  preserve  the  good  and  remove  the  evil 
features  of  transactions  as  then  conducted.  The  unanimity  with  which,  at  the  hear- 
ings before  the  House  Committee  on  Agriculture,  the  bill  was  approved  is  notable. 
Its  enactment  was  urged  on  behalf  of  producers,  merchants,  and  spinners.  It  was 
also  substantially  indorsed — there  was  no  material  dissent  in  principle,  or  to  any 
large  extent  in  detail — by  the  representatives  of  the  great  future  exchanges  at  New 
York  27  and  New  Orleans.28 

After  opportunities  had  been  afford  to  all  interests  to  express  their  views',  the 
committee  made  an  illuminating  report.  This  ought  to  be  read  by  anyone  concerned 
with  the  details  of  the  circumstances  under  which  the  Cotton  Futures  Act  grew  into 
being.  The  committee  also  availed  itself  of  the  results  of  investigations  which  had 
been  carried  on  for  some  years  by  the  Department  of  Commerce,29  and  by  the  De- 
partment of  Agriculture.30 

The  substance  of  the  committee's  findings  of  the  general  facts  may  be  briefly  sum- 
marized thus:  Exchanges,  in  their  original  conception,  are  essentially  useful  insti- 
tutions, capable  of  performing  great  sendee  for  the  country.  The  price  of  cotton  is 
eo  variable  that  hedges  constitute  the  only  effective  means  by  which  merchants 
and  manufacturers  may  avoid  speculation,  and  confine  themselves  to  their  own 
particular  fields  of  commercial  endeavor,  when  they  sell  cotton  goods  for  forward  de- 
livery, in  advance  of  having  them  in  hand  or  even  manufactured.  _  These  consist  of 
safeguarding  every  sale  by  a  purchase  on  a  future  exchange,  for  delivery  in  a  month, 
approximating  the  date  when  needed,  of  an  equivalent  quantity  of  the  "raw  material 
involved,  or  vice  versa.  Purely  speculative  transactions,  because  of  the  permanent 
conflict  of  interests  between  speculators  tend  to  stabilize  prices,  and  are  helpful 
rather  than  injurious.  Whenever  variations  on  an  exchange  in  the  prices  of  the 
commodity  dealt  in  do  not  reflect  changes  in  actual  commercial  values,  the  institu- 
tion has  ceased  to  perform  the  true  economic  functions  for  which  it  was  organized. 
To  the  extent  that  an  exchange  is  not  a  substantially  correct  barometer  of  genuine 
market  values,  there  is  something  wrong.  The  degree  in  which  quotations  fail  to 
express  the  normal  operation  of  the  laws  of  trade  is  the  measure  of  the  evils  prac- 
ticed. The  bad  features  of  exchanges  are  excrescences,  largely  the  creation  of 
artificial  manipulation.    These  can  be  eliminated  without  unfairness  to   or  inter- 

2i  Congressional  Record,  vol.  50,  pt.  6,  pp.  5275-5289,  5347,  5431-5438. 

22  H.  R.  24073. 

23  H.  R.  56. 

24 14  Stat.  146. 

25  8  Wall.  533. 

26  37  Stat.  81. 

27  Hearings,  Apr.  22  to  25,  1914,  on  regulation  of  cotton  exchanges,  pp.  110,  190-272,  281. 
»  Ibid.,  pp.  283-299. 

29  Report  of  the  Commissioner  of  Corporations  on  Cotton  Exchanges,  1908-9. 

30  35  Stat.  256, 257;  Hearings  before  the  House  Committee  on  Agriculture  on  regulation  of  cotton  exchanges, 
63d  Cong.,  2d  sess.,  Apr.  22  to  25,  1914,  pp.  299-319. 
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ference  with  legitimate  business.  The  methods  of  the  exchanges  in  this  country 
have  been  harmful  and  have  resulted  in  injustice,  particularly  to  farmers. 

Specifically,  the  committee  found  that  the  abuses  on  future  exchanges  arose  from, 
or  consisted  of.  five  conditions:  (1)  Multiplicity  of  standards  of  classification  used  in 
the  conduct  of  the  cotton  business  in  various  parts  of  the  country;  (2)  a  system  of 
so-called  fixed  differences  between  values  of  grades  used  in  the  settlement  of  exchange 
contracts;  (3)  the  delivery  upon  exchange  contracts  of  low-grade  or  inferior"  cotton, 
which  the  majority  of  spinners  could  not  use  in  their  factories;  (4)  the  failure  of 
tenders  of  cotton  on  exchange  contracts  to  show  the  grades  to  be  delivered;  (5)  the 
so-called  pro  forma  delivery  practice,  under  which  long  periods  of  time  often  elapsed 
before  the  person  obligated  by  an  exchange  contract  to  receive  cotton  was  informed 
of  the  grades,  although  he  had  been  forced  through  the  exchange  rules  to  pay  for  it  at 
time  fixed  for  delivery  by  the  opposing  party  to  the  contract. 

The  cotton  futures  act  represents  the  attempt  of  Congress  to  remedy  these  faults, 
without  embarrassing  the  performance  of  the  useful  economic  functions,  or  burdening 
the  members  of  future  exchanges.  It  is  designed  to  go  no  further  than  is  necessary 
in  order  to  accomplish  these  ends.  - 

The  gist  of  the  act  is  this:  It  imposes  generally  on  all  contracts  of  sale  of  cotton 
for  future  delivery,  made  at,  on,  or  in  any  exchange,  board  of  trade,  or  similar  insti- 
tution or  place  of  business,  a  tax  of  2  cents  for  each  pound  of  cotton  involved.  It 
then  exempts  from  the  tax  contracts  that  comply  with  either  of  two  specified  sets  of 
conditions,  which  are  aimed  to  correct  the  existing  evils  of  future  dealing.  Lastly, 
it  provides  machinery  for  carrying  the  scheme  into  effect.31 

The  exemption  conditions  are  contained  in  sections  5  and  10.  Contracts  made 
in  compliance  therewith  are  commonly  called  section  5,  or  "basis,"  contracts  and 
section  10,  or  "specific,"  contracts.'  The  provisions  of  either  section  may  be  incor- 
porated into  contracts  by  merely  writing  or  printing  on  the  ordinary  signed  brokers' 
slips,  or  other  documents,  of  the  form  in  customary  use,  the_  words  "  Subject  to  United 
States  cotton  futures  act,  section  5,"  or  "Subject  to  United  States  cotton  futures 
act,  section  10."  When  the  statute  has  been  obeyed  in  this  regard,  the  contracts 
are  freed  from  taxation.  Congress  did  not  prescribe  anything  in  respect  to  their 
performance.  A  member  of  an  exchange  who  breaks  a  contract,  made  in  conformity 
with  section  5  or  section  10,  is  as  free  from  taxation,  or  the  penalties  of  the  act,  as 
is  a  member  who  fulfills  one.  Congress  doubtless  took  notice  of  the  universal  custom 
that  brokers  who  do  not  comply  with  the  rules  and  meet  their  obligations  can  not 
remain  members  of  exchanges.  As  an  inducement  to  parties  to  carry  out  contracts 
the  law  on  its  face  relies  exclusively  upon  conflicting  motives  of  the  one  person  to 
escape  and  of  the  other  to  exact  payment  of  damages  for  breaches.  It  leaves  con- 
tractors of  this  class  to  the  same  remedies  of  amicable  adjustment,  or  of  resort  to  the 
courts  for  the  determination  of  controversies,  that  are  open  to  everybody  in  the  ordi- 
nary transactions  of  life.  It  requires  only  that  the  contracts  themselves  shall  be  of 
prescribed  form  in  order  to  be  entitled  to  exemption  from  taxation.  In  this  sense  the 
statute  is  self-executing. 

The  terms  of  exempt  contracts  are  designed  to  bring  about  economic  results  Congress 
deemed  desirable.  If  contracts  in  other  form  be  used,  they  are  unenforceable  in  Fed- 
eral courts  unless  the  taxes  are  paid.  Otherwise,  there  is  nothing  to  deter  one  from 
trading  in  nonexempt  contracts.  Furthermore,  the  duties  imposed  and  the  penalties 
for  violation  of  the  statute  itself,  in  actual  operation,  apply  only  to  members  of  ex- 
changes. A  nonmember  may  deal  freely,  through  his  broker,  on  an  exchange  with- 
out apprehension  of  incurring,  for  the  conduct  of  the  broker,  any  other  than  ordinary 
civil  liability.  That  liability  is  determined,  just  as  previous  to  the  passage  of  the  act, 
by  the  general  rules  of  law  governing  the  responsibility  of  an  undisclosed  principal 
for  the  acts  of  his  agent. 

The  essentials  of  a  section  5  contract  are  that  it  be  evidenced  by  writing,  signed  by 
the  party  to  be  charged  or  his  agent,  setting  forth  the  terms  of  the  contract;  and  that  it 
provide  for  the  use  of  grades  of  the  official  cotton  standards  of  the  United  States  pro- 
mulgated by  the  Secretary  of  Agriculture,  for  the  use  of  actual  commercial  differences 
in  the  values  of  the  respective  grades  in  the  settlement  of  the  contract,  for  the  exclu- 
sion from  delivery  of  certain  low  grade  and  inferior  kinds  of  cotton,  for  the  tender  of 
the  full  number  of  bales  involved,  for  advance  written  notice  of  the  date  of  delivery 
of  the  cotton,  for  a  written  notice  or  certificate,  on  or  prior  to  delivery,  identifying 
each  bale  with  its  grade,  and  for  the  reference  to  the  Secretary  of  Agriculture,  upon  the 
election  of  either  of  the  parties,  of  disputes  between  them  as  to  the  quality,  or  the 
grade,  or  the  length  of  staple  of  any  cotton  tendered  under  the  contract. 


31  See  Journal  of  Political  Economy,  No.  5,  May,  1915,  Vol.  XXIII,  pp."465-489. 
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*  The  essentials  of  a  section  10  contract  are  that  it  specify  the  grade,  type,  sample, 
or  description  of  the  cotton  involved,  and  certain  other  material  terms;  and  that  it 
provide  that  cotton  of  the  kind  specified,  and  no  other,  shall  be  delivered  under  the 
contract,  and  that  delivery  thereunder  shall  not  be  effected  by  means  of  '•set-off-'"  or 
'ring-''  settlement. 

Under  a  section  5  contract  cotton  of  any  deliverable  grade  may  be  delivered  in  ful- 
fillment of  the  obligation  assumed  thereby,  at  the  option  of  the  deliverer.  It  is  mani- 
fest that  under  such  a  contract  no  purchaser  can  be  sure  of  getting  cotton  of  any  par- 
ticular grade,  quality,  or  length  of  staple.  In  order  to  enable  purchasers  to  get  exactly 
what  they  desire,  and  further  to  permit  transactions  in  certain  kinds  of  cotton  not  per- 
mitted to  be  delivered  on  section  5  contracts,  section  10,  concerned  only  with  con- 
tracts requiring  delivery  of  the  identical  kind  of  cotton  bargained  for,  was  incorporated 
in  the  act.  Section  5  covers  the  usual  and  ordinary  form  of  transactions  on  the  ex- 
changes; contracts  under  that  section  also  raise  the  same  questions  as  section  10  per- 
taining to  the  legal  phases  of  the  statute.  In  consequence,  section  5,  contracts  only 
will  be  considered  in  detail. 

Lack  of  uniformity  in  standards  of  grades,  quality,  and  length  of  staple  was  the 
mother  of  price  depression  and  contributed  largely  to  creating  the  opportunity  for 
manipulation  in  the  cotton  business.  "Middling-1  meant  one  thing  in  one  market 
and  a  wholly  different  thing  in  another  market.  A  producer  sold  under  the  termi- 
nology of  "middling."  The  purchaser  from  that  producer  sold  the  same  cotton  as  of 
another  grade.  In  spot  transactions  the  trade  relied  on  the  prices  prevailing  on  future 
exchanges.  The  exchanges  dealt  in  depressed  grades,  and  varied  the  application  of 
these  to  suit  their  own  interests  and  convenience.  It  is  obvious  that,  so  long  as  such 
practices  continued,  the  quotations  were  not  a  true  index  of  value.  As  a  condition 
precedent  to  the  operation  of  the  act,  therefore,  section  9  empowered  the  Secretary 
of  Agriculture  to  fix  and  promulgate  standards  of  cotton  classification  and  to  issue 
practical  forms  of  these  for  the  use  of  the  public.  Section  5  limits  trading  on  exchanges 
in  contracts  which  it  exempts  from  taxation  to  cotton  of  the  official  grades. 

The  exchange  contract  customarily  in  use  before  the  act  was  passed  did  not  permit 
a  party  to  require  the  delivery  of  any  particular  grade.  The  party  obligated  to  deliver 
was  entitled  to  tender  cotton  of  any  grade  recognized  by  the  rules  of  the  exchange. 
Contracts  specifying  middling,  as  the  basis  of  the  agreed  price,  ordinarily  resulted, 
and  might  always  result,  in  money  adjustments  being  necessary.  If  the  scale  for 
adjustments  had  been  in  exact  conformity  with  the  differences  in  value  of  spot  cotton 
of  the  grade  contracted  for,  and  of  the  grade  or  grades  of  which  symbolic  or  actual 
delivery  was  made,  no  injustice  or  economic  evil  could  have  occurred.  Instead, 
however,  under  the  old  practice,  the  differences  were  fixed  by  arbitrary  rulings  of 
exchange  committees,  which  members  were  compelled  to  accept.  This  was  the  so- 
called  •'fixed-difference"  system.  The  result  was  that  the  prices  on  exchanges,  upon 
which  the  public  relied,  and  upon  which  they  must  rely  if  exchanges  are  to  perform 
the  purposes  for  which  they  are  organized,  not  merely  did  not  reflect  actual  values, 
but  were  subject  to  the  widest  possibilities  of  manipulation. 

The  statute  meets  this  situation  by  requiring  differences  arising  out  of  section  5 
contracts  to  be  settled  so  as  actually  to  accord  with  the  differences  in  the  values  of 
spot  cotton,  ascertained  in  a  way  prescribed  by  the  act  itself. 

The  plan  for  effecting  this  is  simple.  In  the  first  place,  the  Secretary  of  Agriculture 
is  required  to  investigate  the  markets  of  the  United  States  and  to  announce  publicly 
which  are  spot  markets  within  the  meaning  of  the  act.  Only  the  markets  which  he 
thus  declares  to  be  such  are  spot  markets  for  the  purposes  of  the  act.  He  is  directed 
to  designate  as  spot  markets  only  those  ' '  markets  in  which  spot  cotton  is  sold  in  such 
volume  and  under  such  conditions  as  customarily  to  reflect  accurately  the  value  of 
middling  cotton  and  the  differences  between  the  prices  or  values  of  middling  cotton 
and  of  other  grades  of  cotton  for  which  standards  shall  have  been  established"  by 
him,  with  a  proviso  that  in  the  absence  of  a  sufficient  number  of  markets  meeting 
these  conditions  to  conform  to  the  requirements  of  the  act,  he  shall  make  regulations 
for  the  determination  of  commercial  differences.32  If  a  future  exchange  be  located  in 
a  place  which  is  a  spot  market,  then  in  the  settlement  of  section  5  contracts  the 
differences  used  must  be  ascertained  from  spot  sales  in  that  market.  On  the  other 
hand,  if  the  future  market  be  located  in  a  place  which  is  not  a  spot  market,  the  differ- 
ences must  be  arrived  at  by  taking  the  averages  of  the  differences,  in  a  certain  number 
of  spot  markets,  in  the  values  of  the  grades  ascertained  from  spot  sales  therein  on  a 
uniform  date.  The  act  directs  the  Secretary  to  designate  not  less  than  five  markets 
for  the  latter  purpose  and  requires  the  exchanges  in  places  not  themselves  designated 
as  spot  markets  to  use  the  same  set  of  commercial  differences.  As  matter  of  fact, 
10  such  spot  markets  have  been  designated.     The  Secretary  may  change  these  from 

32  Sees.  7  and  8. 


Markets  5.]        SERVICE   AND   REGULATORY  ANNOUNCEMENTS.  7 

time  to  time,  if,  upon  investigation,  he  finds  it  necessary  in  order  to  carry  out  the 
purposes  of  the  act. 

The  eligibility  to  delivery,  in  fulfillment  of  basis  contracts,  of  low  grade  and  inferior 
cotton  necessarily  depressed  prices  on  the  exchanges.  A  seller  was  always  entitled 
to  deliver  actual  cotton.  The  purchaser  was  bound  to  accept  any  cotton  tenderable 
under  the  rules,  and,  what  was  of  itself  equally  objectionable,  indeed  made  the 
situation  economically  intolerable,  to  adjust  the  differences,  arising  out  of  the  varia- 
tion of  the  grades  delivered  from  the  grade  specified  as  the  basis  of  the  contract  price, 
in  accordance  with  the  scale  prescribed  for  the  purpose  by  the  exchange  committee. 
From  this  no  exchange  member  had  any  recourse.  In  consequence,  at  any  time  he 
might  be  compelled  to  accept ' '  dog  tails,  "  which  he  could  not  sell  to  a  spinner.  Mani- 
festly this  gave  to  "dog  tails"  an  undue  influence,  in  some  respects  almost  a  domi- 
nating influence,  upon  the  prices  a  broker  was  willing  to  bid. 

As  a  step  toward  meeting,  and  a  partial  remedy  for.  this  condition,  section  5  requires 
the  basis  contract  to  contain  a  clause  prohibiting  from  delivery  low  grade  and  inferior 
cotton,  described  as  that  which,  "because  of  the  presence  of  extraneous  matter  of 
any  character  or  irregularities  or  defects,  is  reduced  in  value  below  that  of  Good  Ordi- 
nary, or  cotton  that  is  below  the  grade  of  Good  Ordinary,  or,  if  tinged,  cotton  that  is 
below  the  grade  of  Low  Middling,  or,  if  stained,  cotton  that  is  below  the  grade  of  Mid- 
dling, the  grades  mentioned  being  of  the  official  cotton  standards  of  the  United  States, 
or  cotton  that  is  less  than  seven-eighths  of  an  inch  in  length  of  staple,  or  cotton  of 
perished  staple  or  of  immature  staple,  or  cotton  that  is  'gin  cut'  or  reginned,  or  cotton 
that  is  'repacked'  or  'false  packed '  or  'mixed  packed'  or  'water  packed.'" 

The  consequence  of  the  exchanges  permitting  simulated  or  paper  tenders  to  be 
made,  without  description  or  identification  of  the  cotton  proposed  to  be  delivered, 
was,  inevitably,  that  the  members  were  left  in  uncertainty  as  to  where  they  stood 
with  reference  to  their  contracts.  This  deterring  influence  against  fair  prices  is  met 
by  requiring  section  5  contracts  to  provide,  first,  that  on  the  fifth  business  day  prior 
to  delivery  written  notice  of  the  date  of  delivery  be  given;  second,  "that,  on  or  prior 
to  the  date  so  fixed  for  delivery,  and  in  advance  of  final  settlement  of  the  contract, 
the  person  making  the  tender  shall  furnish  to  the  person  receiving  the  same  a  written 
notice  or  certificate  stating  the  grade  of  each  individual  bale  to  be  delivered  and, 
by  means  of  marks  or  numbers,  identifying  each  bale  with  its  grade."  The  differ- 
ences used  in  the  settlements  must  be  ascertained,  in  the  manner  already  described, 
from  the  values  of  spot  cotton  on  the  sixth  business  day  prior  to  the  date  fixed 
for  delivery;  that  is,  on  the  business  day  immediately  previous  to  the  day  of 
sendee  of  the  delivery  notice.33  Thus,  when  a  tender  is  made,  every  element  of 
uncertainty  governing  the  settlement  is  removed;  the  parties  know  both  the  grades 
represented  by  the  tender  and  the  commercial  differences,  in  accordance  with  which 
they  have  agreed  to  settle. 

The  possibility,  under  the  pro  forma  delivery  practice,  of  there  elapsing  a  long 
time,  after  payment  for  cotton  contracted  for,  before  the  receiver  learned  what  had 
been  tendered,  necessarily  depressed  prices.  This  is  met  by  the  requirements, 
already  referred  to,  that  the  cotton  tendered  be  adequately  identified,  and  that  the 
notice  or  certificate  of  identification  be  furnished  to  the  receiver  on  or  prior  to  the 
•date  fixed  for  delivery  and  in  advance  of  final  settlement  of  the  contract. 

Prior  to  the  passage  of  the  cotton  futures  act  there  were  considerable  variations 
in  the  kinds  of  cotton  tenderable  on  exchanges,  and  the  decisions  of  the  exchange 
officials  as  to  whether  the  particular  cotton  tendered  was  deliverable  were  final  and 
binding  upon  all  members.  To  bring  about  uniformity  in  the  application  of  Govern- 
ment standards,  and  to  prevent  exchanges  by  means  of  unappealable  rulings  from 
forcing  their  members  to  accept  cotton  of  kinds  which  the  statute  prohibits  from 
being  delivered,  section  5  requires  contracts  made  under  it  to  contain  a  stipulation 
that,  in  the  event  of  controversy  between  the  parties  as  to  the  grade,  quality,  or  length 
of  staple,  of  cotton  tendered,  either  of  them  may  refer  the  matter  to  the  Secretary  of 
Agriculture  for  determination. 

The  motives  of  this  provision  is  section  5  contracts  are,  first,  to  afford  to  persons 
trading  on  official  standards  an  ultimate  recourse,  to  competent  and  disinterested 
authority,  by  which  they  may  secure  the  kind  of  cotton  to  which  they  are  entitled 
if  they  elect  to  demand  actual  delivery;  second,  to  confine  future  dealings  under 
basis  contracts  on  all  exchanges  to  identical  kinds  of  articles. 

The  statute  does  not  compel  disputes  to  be  referred.  It  only  grants  a  privilege. 
If  the  grading  and  classification  of  cotton  by  exchange  authorities  were  always  correct, 
there  would  never  be  occasion  to  resort  to  the  Secretary- 

It  was  apparently  believed  by  the  framers  of  the  act  that  the  safeguards  against 
unfairness  which  basis  contracts  must  include  would,  of  themselves,  be  a  great,  and 

35  Sec.  6. 
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perhaps  ample,  inducement  to  the  exchanges  to  adopt  them.  But,  in  addition,  there 
is  imposed  upon  all  basis  dealings  not  conforming  to  section  5  a  burden  frankly  intended 
to  be  sufficiently  onerous  to  amount  to  a  prohibition  in  all  ordinary  cases.  This 
feature  has  led  to  discussion  as  to  whether  the  statute  is  constitutional.  There  has 
also  been  discussion  as  to  whether  some  of  its  subordinate,  administrative  provisions 
are  valid. 

The  subject  matter  of  the  tax  is  the  privilege  of  doing  business  on  exchanges.  Not 
only  is  there  no  tax  on  cotton  itself,  but  the  act  expressly  declares  that  "itshall  nor 
be  construed  to  impose  a  tax  on  any  sale  of  spot  cotton."  34  The  measure  of  the 
amount  of  the  tax  is  the  number  of  pounds  of  cotton  involved  in  each  transaction.35 
This  is  a  mere  contrivance  for  making  rates  uniform;  the  tax  is,  nevertheless,  an  excise. 
In  consequence,  the  statute  is  not  in  violation  of  Article  I,  section  9,  clause  4,  of  the 
Constitution,  requiring  direct  taxes  to  be  apportioned  according  to  population.  This 
was  expressly  ruled  by  the  Supreme  Court  in  Nicol  v.  Ames,36  wherein  the  court  had 
before  it  a  clause  in  the  Spanish  War  tax  act,37  imposing  an  excise  upon  sales  made  on 
exchanges,  in  language  substantially  identical  with  that  employed  in  the  cotton 
futures  act.38 

The  general  scheme  of  the  cotton  futures  act  is  an  application  of  the  supertax 
device,  which  is  not  new  in  congressional  legislation.  A  notable  previous  illus- 
tration is  the  oleomargarine  act  of  1886, :-9  as  amended  in  1902, 40  by  which  Congress 
laid  a  tax  on  an  article  at  a  rate  which  was  prohibitive,  and  then  imposed  a  lower 
rate  on  the  same  article  if  it  complied  with  certain  prescribed  conditions.  In  McGray 
v.  United  States,41  sustaining  the  oleomargarine  statute,  it  was  held  that  the  court 
would  not  inquire  into  the  reasonableness  of  the  rates,  or  the  reasons  for  the  alleged 
discrimination  therein;  that  Congress  was  the  exclusive  judge  of  the  rates  in  every 
case  and  of  the  grounds  of  classification  for  the  purposes  of  taxation,  at  least  to  the  point 
of  purely  arbitrary  distinction.  The  only  possible  difference  in  facts  between  that 
case  and  a  case  arising  under  the  cotton^  futures  act  would  be  that  the  latter,  after 
laying  a  practically  prohibitive  rate  of  taxation,  amounting  to  S10  a  bale,  on  con- 
tracts not  complying  with  either  section  5  or  section  10  of  the  act,  instead  of  prescrib- 
ing a  lesser  rate  for,  exempts  from  taxation  altogether,  contracts  complying  with 
either  section.  This,  however,  constitutes  no  difference  in  principle.  If  Congress 
can  classify  into  two  rates  of  $10  a  bale  and  1  cent  a  bale,  clearly  it  may  eliminate  the 
1  cent,  taxing  one  transaction  at  $10  a  bale,  and  exempting  the  other  entirely. 

In  the  next  place,  it  has  been  suggested  that  the  act  is  unconstitutional  because  it 
applies  only  to  cotton  exchanges,  to  a  particular  class  of  business  upon  those  exchanges, 
and  to  a  part  onlv  of  that  class  of  business.  This  is  only  another  form  of  stating  the 
point  just  considoved.  The  power  of  Congress  to  classify  for  purposes  of  taxation  has 
been  too  thoroughly  established,  by  a  long  line  of  decisions  of  the  Supreme  Court, 
now  to  be  subject  to  serious  debate.42 

Article  I,  section  8,  clause  1,  of  the  Constitution,  vesting  in  Congress  the  power  "to 
lay  and  collect  taxes,  duties,  imposts,  and  excises, '?  provides  that  "duties,  imposts, 
and  excises  shall  be  uniform  throughout  the  United  States."  It  has  been  contended 
that  the  act  violates  this  requirement,  because  the  excise  laid  is  unequal  in  its  opera- 
tion upon  persons  throughout  the  country.  It  would  be  sufficient  answer  to  the  reason 
assigned  to  say,  as  already  shown,  that  Congress  has  power  to  tax  the  privilege  of  doing 
business  on  cotton  exchanges,  and,  in  accordance  with  its  reasonable  judgment,  to 
subdivide  the  types  of  transactions  on  the  exchanges,  and  tax  one  and  exempt  the 
other.  But,  in  fact,  the  clause  of  the  Constitution  relied'upon  refers  only  to  geograph- 
ical uniformity. 4:<  The  statute  manifestly  affects  the  subject  matter  with  which  it 
deals  in  the  same  manner,  wherever  found,  in  every  part  of  the  United  States. 

Again,  it  has  been  suggested  that  in  the  cotton  futures  act  Congress  has  attempted 
to  delegate  legislative  power  to  executive  officials,  in  violation  of  Article  I,  section  1. 
of  the  Constitution.  The  only  officials  upon  whom  the  statute  confers  powers  are 
the  Secretary  of  the  Treasury  and  the  Secretary  of  Agriculture.    The  Secretary  of  the 
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37  30  Stat.,  448,  458,  Schedule  A. 
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«  Nicol  v.  Ames,  173  U.  S.,  509,  516,  523;  Knowlton  v.  Moore,  178  U.  S.,  41;  Treat  v.  White.  181  U.  S.,  264, 
269;  McCrav  v.  United  States,  195  U.  S.,  27;  Flint  v.  Stone  TracvCo.,220  U.  S.,  107, 173;  United  States  c. 
Billings,  232  U.  S.,  261. 

«  Nicol  v.  Ames,  173  U.  S.,  509,  522;  Knowlton  v.  Moore,  178  U.  S.,  41;  U.S.  v.  Delaware  &  Hudson  Co. , 
213  U.S., 366;  Flint  v.  Stone  Tracy  Co.,  220  U.  S.,  107, 174;  see  also  Bell's  Gap  Railroad  Co.  r.  Pennsylvania, 
134  U.  S.,  232,  237;  Budd  v.  New  York,  113  U.  S.,  517;  Southwestern  Oil  Co.  v.  Texas,  217  U.  S.,  114;  Ger- 
man Alliance  Insurance  Co.  v.  Kansas,  233  U.  S.,  3S9. 
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Treasury  is  authorized  to  prescribe  rules  and  regulations  for  the  collection  of  the  tax, 
for  affixing  to  contracts,  and  canceling,  tax  stamps,  for  the  keeping  of  books  and  rec- 
ords by  persons  doing  business  under  the  act,  and  otherwise  for  the  collection  of  the 
tax  and  the  carrying  out  of  the  requirements  of  the  act.  The  Secretary  of  Agricul- 
ture is  authorized  to  prescribe  standards  for  the  official  cotton  classification  to  be  used 
in  carrying  out  the  purposes  of  the  act,  to  hear  disputes  between  persons  entering  into 
contracts  under  section  5  of  the  act,  on  the  basis  of  these  standards,  as  to  the  grade, 
quality,  or  length  of  staple  of  cotton,  to  make  rules  and  regulations  governing  the 
procedure  in  hearing  and  determining  disputes  referred  to  him,  to  designate  spot 
markets,  and  to  prescribe  which  of  the  spot  markets  shall  be  used  by  exchanges  in 
places  which  are  not  spot  markets  for  the  determination  of  commercial  differences 
between  the  values  of  different  lands  of  cotton  in  the  settlement  of  section  5  con- 
tracts. All  of  these  are  mere  details  for  carrying  out  the  purposes  of  the  act,  of  a 
character  which  the  Supreme  Court,  over  and  over  again,  has  held  Congress  may 
leave,  and  which  indeed  it  would  be  impracticable  not  to  leave,  to  executive  officers.44 

To  meet  the  great  evils  arising  from  lack  of  uniformity  in  standards  in  use  through- 
out the  United  States,  Congress" conferred  on  the  Secretary  of  Agriculture  authority  to 
establish  and  promulgate  standards  by  which  the  quality  or  value  of  cotton  "may  be 
judged  or  determined,  including  its  grade,  length  of  staple,  strength  of  staple,  color, 
and  such  other  qualities,  properties,  and  conditions  as  may  be  standardized  in  prac- 
tical form."  45  If  necessary  in  order  to  sustain  this  provision,  it  is  at  least  arguable 
that  it  may  be  based  on  Article  I,  section  8,  clause  5,  of  the  Constitution,  which  em- 
powers Congress  to  "fix  the  standards  of  weights  and  measures."  But,  inasmuch  as 
the  establishment  of  standards  is  only  incidental,  and  is  merely  for  the  purpose  of 
carrying  out  other  portions  of  the  act,  the  authority  granted  comes  well  within  the 
type  of  powers  which  Congress,  without  violating  the  prohibition  against  delegating 
them,  may  confer  on  executive  officials.46 

When  the  Secretary  of  Agriculture  determines  a  controversy,  he  does  not  act  as  a 
mere  umpire;  his  decisions,  while  not  legally  conclusive,  for  practical  purposes  are 
more  effective  than  awards  of  arbitrators.  Great  value  is  imparted  to  his  findings  by 
a  clause  in  the  act  requiring  that,  when  made  after  opportunity  to  both  sides  for  a 
hearing,  they  shall ' '  be  accepted  in  the  courts  of  the  United  States  in  all  suits  between 
such  parties  or  their  privies  as  prima  facie  evidence  of  the  true  quality,  or  grade,  or 
length  of  staple,  of  the  cotton  involved."  47  This  provision  was  an  exercise  by  Con- 
gress of  a  long  recognized  legislative  power  to  prescribe  the  prima  facie  effect  of  evi- 
dence, and  in  no  sense  deprives  of  the  right  of  trial  by  jury.48  In  Meeker  v.  Lehigh 
Valley  Railroad  Co.49  a  similar  clause  of  the  interstate  commerce  act,  of  identical 
purport,  was  expressly  held  to  be  valid. 

Section  15  prescribes  as  a  penalty  for  a  violation  of  the  act  a  fine  of  from  $100  to 
$20,000,  and  in  the  case  of  natural  persons  an  additional  punishment,  at  the  discretion 
of  the  court,  of  imprisonment  of  from  60  days  to  3  years.  Section  16  prescribes  a  civil 
penalty  of  $2,000  for  each  violation,  recoverable  by  the  United  States,  one-half  of 
which  is  to  go  to  the  informer. 

It  has  been  argued,  on  the  authority  of  Ex  parte  Young,50  that  these  penalties  are 
so  severe  as  to  invalidate  the  statute,  because  they  deprive  the  persons  subject  to 
them  of  the  "due  process  of  law"  guaranteed  by  the  fifth  amendment  to  the  Consti" 
tution.  But  an  examination  of  the  case  will  show  that  it  recognizes  that  a  statute1 
such  as  the  cotton  futures  act,  by  its  own  express  terms  dealing  fully  with  a  matter 
over  which  the  jurisdiction  of  the  legislature  is  complete,  is  not  within  the  rule,  there 
applied,  against  overburdensome  and  confiscatory  penalties,  which  one  is  forced,  at 
his  peril,  to  determine  whether  he  is  subject  to,  from  facts  not  appearing  on  the  face 
of  the  law.  In  addition,  if  one  be  deprived  of  property  through  the  exercise  by 
Congress  of  an  enumerated  power,  he  can  not  complain,  because  what  occurs  is  the 
result  of  due  process.51  Furthermore,  even  if  the  penalty  clauses  of  the  cotton 
futures  act  were  invalid,  in  whole  or  in  part,  they  are  entirely  separable  from,  and 
would  not  impair  the  constitutionality  of,  its  other  portions.52 

«  Field  v.  Clark,  143  U.  S.,  649;  Buttfield  v.  Stranahan,  192  U.  S.,  470;  Union  Bridge  Co.  v.  U.S.,  204  U.  S., 
364:  St.  Louis,  I.  M.  &  S.  Ry.  v.  Taylor,  210  U.  S.,  281,  2S7;  Monongaliela  Bridge  Co.  v.  V .  S.,  216  U.  S.,  177 : 
U.  S.  v.  Grimaud,  220  U.  S.,  505,  516;  I.  C.  C.  v.  Goodrich  Transit  Co.,  224  U/S.,  194,  214. 

«  Sec.  9. 

*s  Buttfield  v.  Stranahan,  192  U.  S.,  470;  St.  Louis,  I.  M.  &  S.  Ry.  v.  Taylor,  210  U.  S..  2S1. 
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<8  Adams  v.  New  York,  192  U.  S.,  5S5,  599;  Mobile,  etc.,  Ry.  Co.  v.  Turnipseed,  219  U.  S..  35.  42. 

*  236  U.  S.,  431. 

50  209  U.  S.,  123. 

w  Union  Bridge  Co.  v.  U.  S.,  204  U.  S.,  364;  Monongaliela  Bridge  Co.  v.  U.  S.,  216  U.  S„  177;  Hannibal 
Bridge  Co.  v.  U.  S.,  221  U.  S.,  194,  205. 

«  U.  S.  v.  Delaware  &  Hudson  Co.,  213  U.  S.,  366,  417;  Southwestern  Oil  Co.  r.  Te\a<  217  I"  S  .  114  120; 
Flint  v.  Stone  Tracy  Co.,  220  J.  S.,  108,  177. 
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If  Congress  had  dealt  exclusively  with  domestic  exchanges  and  had  left  it  open  to 
dealers  in  the  United  States  to  transact  their  futures  business  on  foreign  exchanges 
without  either  paying  a  tax,  or  complying  with  any  of  the  conditions  upon  which 
exemptions  are  granted  by  sections  5  and  10,  the  whole  statute  might  easily  have 
been  evaded.  Moreover,  great  injustice  would  have  been  done  to  the  exchanges  in 
this  country.  Restrictions  would  have  been  imposed  upon  our  own  citizens  dealing 
in  American  cotton  which,  if  not  complied  with,  would  have  had  the  effect  of  trans- 
ferring to  foreign  exchanges  much  of  the  business  in  cotton  futures  naturally  belong- 
ing to  American  exchanges.  This  was  a  consequence  which  a  representative  of  the 
New  York  Exchange  urged  the  House  Committee  on  Agriculture  to  prevent.53  To 
meet  these  difficulties,  section  11  imposes  "upon  each  order  transmitted,  or  directed 
or  authorized  to  be  transmitted,  by  any  person  within  the  United  States  for  the 
making  of  any  contract  of  sale  of  cotton  grown  in  the  United  States  for  future  delivery 
in  cases  in  which  the  contract  of  sale  is  or  is  to  be  made  at,  on,  or  in  any  exchange, 
board  of  trade,  or  similar  institution  or  place  of  business  in  any  foreign  country,"  an 
excise  at  the  same  rate  as  that  imposed  on  domestic  transactions,  with  an  exemption, 
however,  if  the  contract  comply  with  all  the  provisions  of  section  5,  except  the  one 
relating  to  the  reference  of  disputes  to  the  Secretary  of  Agriculture,  or  with  all  the 
conditions  specified  in  section  10.  It  has  been  argued  that  this  provision  is  in  con- 
flict with  Article  I,  section  9,  clause  5,  of  the  Constitution,  which  prohibits  the  laying 
of  a  tax  or  duty  on  "articles  exported  from  any  State."  The  suggestion  is  without 
merit,  however,  because  no  tax  or  duty  is  laid  on  any  cotton  or  other  '  'article, ' '  much 
less  on  any  that  is  "exported";54  a  mere  excise  is  imposed  upon  the  privilege  of  trans- 
mitting orders  abroad  for  execution.55 

In  Ware  &  Leland  v.  Mobile  County,  supra,  the  court  held  that  the  carrying  out  of 
the  alleged  contract  of  sale  for  future  delivery  did  not  at  any  time  involve  interstate 
commerce,  because  the  contract,  originating  as  it  did  in  one  State  and  stipulating  for 
deliverv  in  another  State,  although  consummated  by  actual  delivery  in  the  latter 
State,  did  not  by  its  terms  require  that  the  commodity  sold  should  be  actually  trans- 
ported from  State  to  State.  However,  the  current  rules  of  foreign  exchanges  might 
be  altered;  a  party  transmitting  an  order  might  frame  the  terms  of  the  order  in  such 
a  way  that  performance  of  his  contract  would  necessitate  the  exportation  of  specific 
cotton  from  the  United  States  to  the  foreign  place  of  delivery.  The  presence  of  such 
stipulation  in  a  contract,  followed  by  the  actual  exportation  of  the  cotton,  might 
render  the  Ware  &  Leland  case  inapplicable.  In  that  event,  other  decisions  of  the 
Supreme  Court  fully  sustain  the  power  of  Congress  to  tax,  as  it  has  done  in  section  11, 
each  order  transmitted. 

In  Nicol  v.  Ames,  supra,  the  court  was  dealing  with  an  act  of  Congress  that  laid  a 
graduated  stamp  tax  on  every  sale  or  agreement  to  sell  made  on  an  exchange,  either 
for  present  or  for  future  delivery.  It  was  held  that  this  was  not  laid  on  the  property, 
or  on  the  sale  thereof,  but  was  laid  on  the  privileges  or  facilities  employed  in  making 
the  sale;  privileges  and  facilities  which  are  separate  and  apart  from  the  property  sold 
or  the  business  of  selling  the  property. 

This  case  clearly  establishes  the  rule  that  Congress,  in  the  exercise  of  its  enumer- 
ated power  to  lay  an  excise,  may  constitutionally  tax  the  use  of  a  part  of  the  existing 
privileges  and  facilities  employed  in  carrying  on  the  country's  export  trade,  and  that 
the  whole  of  the  extraordinary  privileges  and  facilities  for  making  sales  on  or  through 
an  exchange  is  a  proper  subject  for  an  excise  tax. 

In  Fairbank  v.  United  States,  supra,  the  Government  insisted  that  this  partial 
power  of  Congress,  as  declared  in  Nicol  v.  Ames,  to  reach,  by  way  of  an  excise  tax,  some 
of  the  existing  privileges  and  facilities  used  in  carrying  on  foreign  commerce  without 
offending  the  export  clause  of  the  Constitution  was  sufficient  to  include  a  tax  laid  on 
foreign  bills  of  lading.  The  court  held  that  a  bill  of  lading  was,  commercially,  an 
essential  part  or  feature  of  every  sale  which  involved  shipment  abroad,  and  that,  in 
legal  contemplation,  a  tax  thereon  was  tantamount  to  a  tax  on  exports.  Nevertheless, 
in  a  most  convincing  manner,  the  court,  in  its  reasoning,  restated  and  uncondition- 
ally reasserted  the  rule  of  law  laid  down  in  Nicol  v.  Ames. 

The  excise  tax  laid  by  section  11  is  vastly  more  restricted  in  its  nature  and  scope 
than  the  tax  involved  in  the  Nicol  v.  Ames  decision.  In  the  latter,  the  excise  operated 
on  all  of  the  machinery  of  merchandise  sold  or  offered  for  sale  on  an  exchange,  while 
the  excise  laid  by  section  11  only  strikes  at  orders  transmitted  for  making  contracts 
for  the  future  delivery  of  cotton  at,  on,  or  in,  a  foreign  exchange  when,  and  only  when, 
such  orders  are  not  for  the  making  of  contracts  in  compliance  with  the  provisions  of 

53  Hearings,  Apr.  22  to  25,  1914,  on  regulation  of  cotton  exchanges,  pp.  192  to  195. 

5<  Ware  &  Leland  v.  Mobile  Countv,  209  U.  S.,  405;  Brodnax  v.  Missouri,  219  U.  S.,  285. 

65  Nicol  v.  Ames,  173  U.  S.,  509;  Fairbank  v.  U.  S.,  1818  U.  S.,  283,  293;  Thomas  v.  U.  S.,  192  U.  S.,  363,  371. 
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section  5  or  section  10.  When  it  is  remembered  that  sections  5  and  10  offer  abundant 
untaxed  exchange  facilities  for  the  legitimate  sale  and  export  of  cotton,  it  is  obvious 
that  the  excise  tax  laid  by  section  11  only  upon  demonstrated  unfair  methods  which 
were  being  employed  by  the  exchanges  for  carrying  on  the  country's  foreign  commerce 
in  cotton,"it  becomes  manifest  that  the  cotton  excise  tax  is  entirely  within  the  letter 
and  spirit  of  the  rule  so  clearly  declared  in  Nicol  v.  Ames. 

The  exportation  of  actual  cotton  is  not  indispensable  to  carrying  on  dealings  in 
cotton  futures  on  foreign  exchanges.  In  every  case  in  which  it  has  been  held  that 
the  tax  on  an  instrumentality  of  foreign  commerce,  such  as  a  bill  of  lading,56  marine 
insurance  policy,57  charter  party,58  or  ship's  manifest,59  was  tantamount  to  a  tax  on 
the  commodity  exported,  the  instrumentality  was  a  necessary  means  of  effecting 
exportation,  and  the  commodity  could  not  have  been  exported  without  payment  of 
the  tax.  Section  11  leaves  the  exportation  of  actual  cotton  free  and  unhampered, 
and  does  not  tax  any  part  of  the  facilities  without  which  exportation  in  ordinary 
course  could  not  occur. 

Lastly,  it  has  been  suggested  that  the  cotton  futures  bill,  which  resulted  in  the 
statute  approved  August  18,  1914,  originated  in  the  Senate,  and,  consequently,  con- 
travenes the  requirement  of  Article  I,  section  7,  clause  1,  of  the  Constitution,  that 
"all  bills  for  raising  revenue  shall  originate  in  the  House  of  Representatives."  The 
facts  are,  that  Mr.  Smith,  of  South  Carolina,  introduced  in  the  Senate  a  bill,  referred 
to  by  the  calendar  number  "S.  110,"  entitled,  "A  bill  to  regulate  trading  in  cotton 
futures  and  provide  for  the  standardization  of  'upland'  and  'gulf  cottons  separately," 
framed,  primarily,  under  the  post-office  and  post-roads  clause,  and,  incidentally, 
under  the  commerce  clause  of  the  Constitution.60  Mr.  Lever,  of  South  Carolina, 
introduced  in  the  House  a  bill,  designated  as  "H.  R.  15318,"  (reintroduced  as  "H.  R. 
16643  "),  entitled,  "A  bill  to  tax  the  privilege  of  dealing  on  exchanges,  boards  of  trade, 
and  similar  places  in  contracts  of  sale  of  cotton  for  future  delivery,  and  for  other  pur- 
poses," based  exclusively  on  the  tax  clause  of  the, Constitution,  and  embodying  some 
economic  ideas  similar  to  those  embraced  in  Mr.  Smith's  bill.61  The  Smith  bill 
passed  the  Senate,62  and,  when  it  reached  the  House,  was  referred  to  the  Committee 
on  Agriculture.63  When  the  House  committee  made  its  report,  it  struck  out  the 
entire  bill  as  passed  by  the  Senate,  including  even  the  title,  and  retained  only  the 
enacting  clause  and  the  designation  "S.  110. ' ' 64  The  bill  as  reported  by  the  committee 
to  the  House,  under  the  number  S.  110,  was  really  the  original  Lever  bill,  with  amend- 
ments. The  bill  as  reported  back  to  the  House  passed,65  and,  when  it  reached  the 
Senate,  was  sent  to  conference.66  The  conference  committee  made  further  amend- 
ments,67 and  the  bill  that  had  passed  the  House,  as  amended  in  conference,  was 
enacted  by  both  Houses.68  The  Smith  bill  did  not  propose  the  raising  of  revenue. 
The  bill  finally  enacted,  which  does  provide  for  "raising  revenue,"  manifestly  origi- 
nated in  the  House.  In  consequence,  there  is  no  basis  of  fact  upon  which  to  predicate 
the  contention  that  the  statute  was  enacted  in  violation  of  the  rule  of  procedure 
prescribed  by  the  Constitution  for  revenue  bills. 

The  Supreme  Court  has  refused  to  go  behind  the  face  of  legislation  to  sustain  an 
attack  on  a  Federal  statute,  based  on  a  charge  that  the  formalities  prescribed  for 
proceedings  in  Congress  had  not  been  followed.69  But  the  converse  has  never  hap- 
pened. Where  the  official  legislative  records  show  an  act  to  have  been  passed  in 
compliance  with  every  requirement  of  the  Constitution  of  the  United  States,  it  is 
inconceivable  that  the  court  would  shut  its  eyes  to  the  truth;  would  debar  itself 
from  information  of  which  it  may  take  judicial  notice.70  To  adjudge  a  statute  invalid 
upon  the  sole  ground  that  it  bore  a  prima  facie  indication  that  the  bill  from  which  it 
resulted  originated  in  one  House  rather  than  in  the  other,  would,  at  the  best,  be  the 
substitution  of  mere  form  for  substance.  So  to  hold  would  be  a  departure  from  the 
Supreme  Court's  persistent  course  in  the  past  of  declining  to  undertake  to  regulate 

56  Alray  v.  California,  24  How.  (U.  S.),  169;  Fairbank  v.  TJ.  S.,  181  U.  S.,  283. 

w  Thames  &  Mersey  Ins.  Co.  (Ltd.)  v.  U.  S.,  237,  U.  S.,  19. 

58  U.  S.  v.  Hvoslef,  237  U.  S.,  1. 

M  N.  Y.  &  Cuba  &c.  Co.  v.  U.  S.,  125  Fed.,  320;  reversed  on  another  point,  200  V.  S.,  4SS. 

60  Congressional  Record,  vol.  50,  pt.  1,  p.  53. 

«i  Ibid.,  vol.  51,  pt.  6,  p.  6177. 

«2  Ibid.,  vol.  51,  pt.  6,  pp.  5592  and  5649. 

63  Ibid.,  vol.  51,  pt.  6,  p.  6135. 

64  House  Report  No.  765,  2d  sess,,  63d  Cong. 

65  Congressional  Record,  vol.  51,  pt.  11,  pp.  11313-11322. 

66  Ibid.,  p.  11351. 

e?  Conference  Report  No.  1012;  S.  Doc.  No.  557. 

68  Congressional  Record,  vol.  51,  pt.  13,  pp.  12840-12852;  pt.  14,  p.  13661. 

69  Field  v.  Clark,  143  U.  S.,  649,  671;  U.  S.  v.  Ballin,  144  U.  S.,  1;  see  also  Harwood  v.  Wentworth,  162 
U.  S.,  507. 

70  See  Gardner  v.  Barney,  6  Wall,  499;  In  re  Duncan,  139  U.  S.,  449,  457-458. 
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the  methods  by  which  Congress  does  its  business.71  would  violate  the  presumption  of 
regularity  of  official  action,7-  would  be  a  repudiation  of  the  settled  doctrines  that 
every  presumption  in  favor  of  the  validity  of  a  statute  will  be  indulged,73  and  that  a 
statute  will  be  declared  unconstitutional  only  when  the  judicial  dun-  to  do  so  is 
imperative.74 

Doubtless  experience  will  demonstrate  that  this  statute  ought  to  be  altered  in  some 
respects.  But  a  dispassionate  examination  of  the  law  itself,  and  of  the  legislative 
history  of  the  bill  which  finally  became  law.  as  well  as  of  its  predecessors  back  to  1S84, 
can  hardly  fail  to  create  three  impressions:  First,  Congress  has  made  an  honest  effort 
to  do  justice  to  all:  second,  if  the  evils  at  which  the  statute  is  aimed  persist,  and  can 
not  be  eliminated  by  amendment,  eventually  the  business  of  dealing  in  cotton  futures 
will  have  to  be  earned  on  otherwise  than  upon  exchanges;  third,  in  its  present  temper 
Congress  is  determined  to  exercise  its  undoubted  power  to  destroy  the  exchanges 
rather  than  to  see  its  deliberately  expressed  judgment  thwarted  by  subterfuge^or 
evasion. 

The  act  went  into  full  effect  February  13,  1915,  six  months  after  its  passage.  It  has. 
therefore,  been  in  operation  less  than  half  a  year.  This  is  too  short  a  period  to  afford 
sufficient  basis  for  final  conclusions  as  to  its  merits.  So  far,  it  has  given  widespread 
satisfaction  and  has  been  little  opposed.  Its  acceptability  to  the  trade  is.  in  part, 
evidenced  by  the  circumstance  that  the  official  cotton  standards  promulgated  under 
it,  instead  of  being  confined  to  future  exchanges,  have  been  voluntarily  adopted  by 
many  spot  markets.  Without  additional  legislation,  it  is  not  unlikely  that,  as  a  mere 
matter  of  convenience  and  commercial  advantage,  these  standards  would  soon  come 
into  general  use  in  this  country  and  eventually  be  accepted  abroad  as  the  basis  of  deal- 
ing in  American  cotton.  There  is  strong  probability,  however,  that  Congress  will 
give  further  consideration  to  a  measure,  known  as  the  cotton  standards  bill.75  favorably 
reported  by  the  House  Committee  on  Agriculture  last  year,76  or  to  some  similar  bill,  in 
substance,  requiring  cotton  shipped  in  interstate  and  foreign  commerce  to  comply  with 
standards  established  by  the  Secretary  of  Agriculture.  If  there  were  legislation  along 
that  line,  it  would  supplement  and  greatly  strengthen  the  Cotton  Futures  Act.  The 
two  together  would  go  far  toward  compelling  uniformity  in  the  standards  of  American 
cotton  dealt  in  everywhere,  both  in  the  United  States  and  in  other  countries. 

As  a  part  of  its  educational  policy  during  the  early  history  of  its  administration  of 
the  statute,  the  Department  of  Agriculture  has  been  extremely  liberal  in  exercising 
its  jurisdiction  of  controversies  between  parties  to  future  contracts,  and.  when  both 
sides  consented,  has  decided  a  good  many  not  technically  referable.  Nevertheless, 
up  to  June  30.  1915,  only  703  disputes,  involving  a  little  under  45,000  bales  of  cotton, 
had  been  referred  to  the  Secretary,  all  of  which  came  from  one  exchange.  Even  so 
small  a  number  as  this  would  doubtless  have  been  less  if  that  exchange  had  been  willing 
to  frame  its  rules  so  as  to  give  the  force  it  might  to  the  work  of  its  own  grading  and 
classification  machinery.  Its  failure  in  that  respect  has  been  only  a  self-imposed 
inconvenience,  which  will  probably  be  corrected  in  the  course  of  time,  as  its  members 
more  generally  understand  the  provisions  of  the  act  and  more  fullv  appreciate  that  the 
reference  of  disputes  to  the  Secretary  of  Agriculture  is  a  mere  ultimate  recourse,  to  be 
availed  of  as  a  privilege,  and  is  not  compulsory. 

Violent  attacks  have  been  made  during  the  last  few  years  on  the  doctrine  of  stare 
decisis.  A  great  deal  has  been  said,  much  truthfully,  about  judges  insisting  on  fol- 
lowing lines  of  decisions  to  which  they  are  accustomed,  even  though  clear  departures 
from  sound  first  principles  and  conceded  to  be  aids  in  the  accomplishment  of  injustice. 
However  great  the  judicial  sin  in  this  regard,  practicing  lawyers  realize  that  there  is  a 
considerable  proportion  of  business  men  who  adhere  even  more  slavishly  to  prece- 
dents. This  type  habitually  complains  of  change.  Though  relatively  few,  the  prin- 
cipal critics  of  the  Cotton  Futures  Act  belong  to  that  class  and  illustrate  that  tendency. 
As  a  matter  of  fact,  interference  with  the  ordinary  course  of  the  affairs  of  exchanges  is 
reduced  by  the  act  to  the  minimum  found  by  Congress,  after  investigation  and  debate 
running  over  nearly  a  third  of  a  century,  to  be  essential  to  correct  clearly  disclosed 
abuses,  admitted,  with  substantial  unanimity,  by  the  exchange  themselves.  If 
legitimate  business  were  never  interfered  with  anv  more  seriously  than  the  cotton 
trade  is  hampered  by  the  Cotton  Futures  Act,  then  indeed  would  business  be  free  and 
without  cause  of  complaint. 

n  U.  S.  v.  BaUin,  144  U.  S.,  1. 
n  Lvons  r.  Woods.  15-3  U.  S..  649. 

«  U.  S.  v.  Gettysburg  Else.  Rv.  Co.,  160  U.  S.,  663,  680;  Xicol  v.  Amos,  173  U.  S.,  509,  514;  ButtQeld  9 
Stranahan,  192  U.  3.,  470,  492. 
i*  Trade  Mark  Cases,.  100  U.  S.,  82,  96. 
«  H.  R.  18492. 
'«  H.  Rept.  No.  1120,  63d  Cong.,  2d  sess. 
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Injustice  is  always  a  grave  matter.  When  clearly  discerned,  persistence  in  it  is 
criminal.  When  proven,  if  no  remedy  be  proposed,  it  engenders  radicalism,  from 
which  extreme  consequences  are  apt  to  follow.  The  wrongs  to  the  producer  of  cotton, 
as  well  as  to  the  manufacturer  and  to  the  consumer  of  cotton  goods,  resulting  from  the 
methods  of  conducting  dealings  in  cotton  futures,  long  prior  to  the  Sixty- third  Con- 
gress, had  become  so  manifest  to  every  exchange  that  candor  and  the  uncontroverted 
evidence,  alike,  compelled  admission  of  their  existence.  >  The  inability  of  the  farmer, 
with  exactness,  to  specify  the  means  employed  to  deprive  him  of  the  fair  economic 
share  of  the  fruits  of  his  toil  afforded  no  satisfaction  to  the  intelligent,  thoughtful 
cotton  exchange  broker.  What  should  be  done  was  of  concern  to  everyone;  it  was 
not  a  class  or  sectional  issue. 

The  intervention  of  Government  agency  should  have  been,  and  has  been,  welcomed. 
Honest  and  patriotic  members  of  exchanges  cheerfully  accepted  release  from  shackles 
which  tradition  had  imposed,  and  which  they  themselves  had  not  had  sufficient 
initiative  to  break.  They  were  glad  to  .escape  from  the  pressure  of  the  possibilities 
of  unfair  competition.  In  the  past,  these  had  induced  them  to  participate  in  a  system 
which  was  indefensible.  They  are  gratified  to  be  freed  from  the  odium  heaped 
upon  them,  always  with  a  measure  of  propriety,  frequently  unduly,  by  those  whose 
respect  and  good  will  they  preferred  to  enjoy.  They  recognize  that  shafts  hurled  at 
them,  though  often  misshapen  and  poorly  aimed,  nevertheless  bore  points  forged 
in  truth. 

The  United  States  Cotton  Futures  Act  is  an  attempt  to  eradicate  injustice.  It  is 
framed  in  the  interest  of  all;  producers,  spinners,  exchanges,  and  the  country.  It 
seeks  to  revive  genuine,  unfettered  competition;  to  give  a  free  market  place  to  the 
makers,  and  to  the  users,  of  a  great  American  crop.  Even  though  it  should  prove 
defective  in  some  of  its  details,  because  of  its  motive  it  will  be  a  benefaction,  both  to 
the  exchanges  and  to  the  public. 

Note.— Bills  introduced  in  Congress  dealing  with  regulation  of  cotton  futures  were  as  follows:  48th  Cong., 
1st  sess.,  H.  R.  5007;  50th  Cong.,  1st  sess.,  H.  R.  5689,  H.  R.  7051;  51st  Cong.,  1st  sess.,  H.  R.  5352;  52d  Cong., 
TsTsess.,  S.  865,  S.  1268;  S.  1757;  H.  R.  394,  H.  R.  479,  H.  R.  2699,  H.  R.  3870,  H.  R.  6012,  H.  R.  7845,  H.  R. 
895lT53~d  Cong.,  2d  sess.,  S.  1167,  S.  1537,  S.  2277,  H.  R.  5653,  H.  R.  7007;  54th  Cong.,  1st  sess.,  S.  244,  H.  R. 
1993;  55th  Cong.,  1st  sess.,  H.  R.  3712;  55th  Cong..,  2d  sess.,  H.  R.  5429,  H.  R.  6355,  H.  R.  6701,  H.  R.  10429; 
•36th  Cong.,  1st  sess.,  S.  1972,  H.  R.  100,  H.  R.  2566;  57th  Cong.,  1st  sess.,  H.  R.  14647;  53th  Cong.,  2d  sess., 
H.  R.  15542;  58th  Cong.,  3d  sess.,  S.  7201;  59th  Cong.,  Tst  sess.,  $'.  2776,  H.  R.  8437,  H.  R.T9270,  H.  R.  2&208; 
59th  Cong..  2d  sess.,  S.  7988,  H.  R.  20554,  EL  R.  23208,  H.  R.  24659;  60th  Cong.,  1st  sess,,  S.  484,  H.  R.  67, 
ErR.189„H;R.3943,  H.  R.  7546,  H.R.  9199,  H.R.  10474,  H.R:  11385;TOL.  H839,  H.  R.  21588,  H.  R^t990; 
60th  Cong.,  2d  sess./ S.  7370,  H;  R.  22338,  H.  R.  24134/H.  R.d28301r61st  Cong.,  1st  sess.,<H.  R.  3041,  H.  R. 
5887,  H.  R.  7521;  6Jst  Cone 


ig.,  *a 
sess.,  S.  4654,  S.  4979V  H.R.  14681,  H.R.  18323,  H.  R.  18489,  HVR.  18587,  H.  R.  18595,  H.  R;i8650,  H.  R. 
18778,  H.  R.  18779,  H.  R.  18785,  H.  R.  18786,  H.  R.  18790,  H.  R.  18795,  H.  R.  18838,  H.  R .18839,  H.  R.  18853, 
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Committee  on  Agriculture, 
House  of  Representatives, 

Monday,  February  13,  1922. 
The  committee  met  at  10  o'clock  a.  m'.,  Hon.  Gilbert  N.  Haugen  (chairman)  pre- 
siding. 

There  were  present  Representatives  Haugen  (chairman),  McLaughlin  of  Michigan, 
Voigt,  Tincher,  Sinclair,  Clague,  Jacoway,  Aswell,  Kincheloe,  Jones,  and  Ten  Eyck. 
The  Chairman.  The  committee  will  come  to  order. 

The  committee  has  met  this  morning  to  give  consideration  to  the  proposed  regula- 
tion of  cotton  exchanges,  and  particularly  S.  3146  and  S.  385,  by  Senator  Dial,  as 
follows: 

[S.  3146,  Sixty-seventh  Congress,  second  session.] 

A  BILL  To  amend  section  5  of  the  United  States  cotton  futures  act. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled,  That  the  second  subdivision  of  section  5  of  the  United  States 
cotton  futures  act,  approved  August  11,  1916,  as  amended,  is  amended  to  read  as 
follows : 

"Second,  (a)  Specify  as  the  class  of  the  contract  one  of  the  following  classes: 

"Class  A,  which  shall  include  only  middling  fair,  strict  good  middling,  good  mid- 
dling, and  strict  middling  grades; 

"Class  B,  which  shall  include  only  strict  middling,  middling,  strict  low  middling, 
and  good  middling  yellow  tinged  grades; 

"Class  C,  which  shall  include  only  strict  low  middling,  low  middling,  strict  middling 
yellow  tinged,  and  good  middling  yellow  stained  grades. 

"(b)  Specify  the  basis  grade  for  the  cotton  involved  in  the  contract,  which  shall  be 
one  of  the  grades  for  which  standards  are  established  by  the  Secretary  of  Agriculture, 
and  which  shall  be  one  of  the  grades  included  within  a  class  in  paragraph  (a)  of  this 
subdivision;  the  price  per  pound  at  which  the  cotton  of  such  basis  grade  is  contracted 
to  be  bought  or  sold;  the  date  when  the  purchase  or  sale  was  made;  and  the  month  or 
months  in  which  the  contract  is  to  be  fulfilled  or  settled. 

"(c)  If  no  other  class  is  specified  in  the  contract,  or  in  the  memorandum  evidencing 
the  same,  the  contract  shall  be  deemed  a  class  B  contract. 

"(d)  If  no  other  basis  grade  be  specified  in  the  contract,  or  in  the  memorandum 
evidencing  the  same,  good  middling  shall  be  deemed  the  basis  grade  incorporated 
into  a  class  A  contract,  middling  shall  be  deemed  the  basis  grade  incorporated  into  a 
class  B  contract,  and  low  middling  shall  be  deemed  the  basis  grade  incorporated  into 
a  class  C  contract.  " 

Sec  2.  That  the  third  subdivision  of  section  5  of  such  act  is  amended  to  read  as 
follows : 

"Third.  Provide  that  the  cotton  dealt  with  therein  or  delivered  thereunder  shall 
be  of  or  within  the  grades  for  which  standards  are  established  by  the  Secretary  of 
Agriculture,  and  of  or  within  the  grades  included  within  the  class  so  specified  or 
incorporated  as  the  class  of  the  contract,  and  that  cotton  of  any  other  grade  or  grades 
shall  not  be  dealt  with  therein  nor  delivered  thereunder." 

Sec.  3.  That  the  fifth  subdivision  of  section  5  of  such  act,  as  amended,  is  amended 
to  read  as  follows: 

"Fifth.  Provide  that  cotton  that,  because  of  the  presence  of  extraneous  matter  of 
any  character,  or  irregularities,  or  defects,  is  reduced  in  value  below  that  of  strict 
middling  in  the  case  of  a  class  A  contract,  strict  low  middling  in  the  case  of  a  class 
B  contract,  or  low  middling  in  the  case  of  a  class  C  contract,  the  grades  mentioned 
being  of  the  official  cotton  standards  of  the  United  States,  or  cotton  that  is  less  than 
seven-eighths  of  an  inch  in  length  of  staple,  or  cotton  oi  perished  staple  or  of  imma- 
ture staple,  or  cotton  that  is  'gin  cut'  or  reginned,  or  cotton  that  is  'repacked'  or 
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'false  packed'  or  'mixed  packed'  or  'water  packed,'  shall  not  be  delivered  on,  under, 
or  in  settlement  of  such  contract." 

Sec.  4.  That  the  second  paragraph  of  the  seventh  subdivision  of  section  5  of  such 
act,  as  amended,  is  amended  to  read  as  follows: 

"The  provisions  of  the  third,  fourth,  fifth,  sixth,  and  seventh  subdivisions  of  this 
section  shall  be  deemed  fully  incorporated  into  any  such  contract  if  there  be  written 
or  printed  thereon,  or  on  the  memorandum  evidencing  the  same,  at  or  prior  to  the 
time  the  same  is  signed,  the  phrase  "subject  to  United  States  cotton  futures  act, 
section  5,  class  A,'  if  the  contract  is  a  class  A  contract,  or  the  phrase  'subject  to  United 
States  cotton  futures  act,  section  5,  class  B,'  if  the  contract  is  a  class  B  contract  or 
the  phrase  'subject  to  United  States  cotton  futures  act,  section  5,  class  C,'  if  the  con- 
tract is  a  class  C  contract." 

Sec.  5.  That  the  provisions  of  this  act  shall  be  effective  on  and  after  the  thirtieth 
day  after  its  passage,  but  such  provisions  shall  not  be  construed  as  applicable  to 
nor  as  affecting  any  right,  power,  privilege,  or  immunity  under  any  contract  entered 
into  prior  to  such  day. 

[S.  385,  Sixty-seventh  Congress,  first  session.] 
A  BILL  To  amend  section  5  of  the  United  States  cotton  futures  act,  approved  August  11, 1916,  as  amended. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled,  That  section  5  of  the  United  States  cotton  futures  act,  approved 
August  11,  1916,  as  amended,  be,  and  the  same  hereby  is.  amended  as  follows: 

In  the  fourth  subdivision  of  section  5  of  said  act,  insert  "(a)"  after  "fourth,"  and 
before  "proAdde,"  and  add  at  the  end  of  such  fourth  subdivision: 

"(b)  Provide  that  unless  cotton  in  the  basis  grade  be  tendered  in  settlement  of 
such  contract,  the  buyer  shall  have  the  right  to  demand  that  one-half  of  the  amount 
deliverable  under  the  contract  shall  be  delivered  in  equal  quantity  in  two  grades,  to 
be  specified  by  him,  and  that  the  seller  shall  have  the  right  to  tender  one-half  of  the 
amount  deliverable  under  the  contract  in  equal  quantity  in  two  grades  to  be  specified 
by  such  seller." 

The  foregoing  amendments  shall  be  effective  on  and  after  the  thirtieth  day  after 
the  approval  of  this  amendatory  act,  but  nothing  herein  shall  be  construed  as  appli- 
cable to  contracts  entered  into  prior  to  the  effective  date  of  this  amendatory  act,  or 
to  affect  rights  acquired  or  powers  exercised  thereunder. 

The  Chairman.  May  we  hear  from  you,  Senator  Dial? 

STATEMENT  OF  HON.  NATHANIELB.  DIAL,  A  SENATOR  FROM  SOUTH 

CAROLINA. 

Senator  Dial.  Mr.  Chairman  and  gentlemen  of  the  committee,  I  am  not  trying 
to  regulate  cotton  exchanges.  What  I  am  trying  to  do  is  to  amend  the  present  cot- 
ton futures-contract  law.  To  my  mind  the  present  law  is  one-sided ;  it  is  lopsided ; 
it  is  top-heavy.  It  is  not  a  mutual  contract;  there  is  no  mutuality  or  equity  in  the 
contract. 

I  want  a  law  that  is  equitable,  and  a  50-50  contract  between  the  buyer  and  the 
seller — desire  them  put  on  equal  terms. 

I  have  been  working  on  this  matter  for  some  time,  and  I  made  a  speech  or  two  irr 
the  Senate  on  different  amendments  that  I  proposed. 

Some  time  since  I  offered  Senate  bill  No.  385,  but  I  now  offer  as  a  substitute  Senate 
bill  No.  3146,  and  if  the  committee  will  be  kind  enough  to  read  my  speech,  which  I 
made  in  the  Senate  on  February  3  on  this  subject,  and  which  I  herewith  offer,  they 
will  get  briefly  my  connected  views. 

Mr.  Jacoway.  Pardon  me  for  the  interruption,  Senator,  do  you  have  the  law  that 
you  are  seeking  to  amend  before  you? 

Senator  Dial.  No,  I  haven't  it,  but  Mr.  Milford  has.  Mr.  Milford  is  an  attorney 
on  our  side  of  the  Capitol. 

The  law  I  am  trying  to  amend  is  the  law  passed  in  1914  and  amended  in  1916  and 
again  in  1919.  That  law  was  intended  to  help  the  situation  in  the  South,  and  it  did 
help  it  greatly.  Before  that  time  there  was  no  law,  at  least  no  national  law,  on  the 
subject.    All  the  Southern  States  had  bucket  shop  laws — but  they  were  of  no  avail. 

The  South  was  dissatisfied  with  the  custom  that  prevailed.  Under  that  custom, 
briefly,  contracts  were  made  on  the  bais  of  middling.  The  seller  had  a  right  to  de- 
liver any  one  of  32  grades  on  the  contract.  That  is,  if  the  cotton  delivered  was  be- 
low middling  there  was  a  deduction,  and  if  it  was  above  there  was  a  premium  over 
the  contract  price.  We  knew  that  was  wrong.  Under  that  they  could  deliver  what 
was  unspinnable ;  dog-tail  cotton,  or  anything. 
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We  commenced  to  bombard  the  Congress  on  this  matter  in  1884  and  kept  it  up 
until  1914 — 30  years — and  at  that  time  the  present  law  was  passed,  and  it  was  intended 
to  get  rid  of  the  disadvantages  under  the  custom.  And  it  did  get  rid  of  a  good  deal 
of  it. 

Mr.  Jacoway.  Would  you  allow  me  to  interrupt  you  with  a  question,  so  that  1 
may  understand  this? 

Senator  Dial.  Yes. 

Mr.  Jacoway.  The  law  that  was  amended  in  1914  abolished  fixed  differences? 

Senator  Dial.  That  was  one  thing. 

Mr.  Jacoway.  And  another  thing,  it  prevented  delivery  of  dog-tail  on  contract? 

Senator  Dial.  It  cut  the  grades  down  to  20. 

Mr.  Jacoway.  Yes;  I  am  coining  to  that;  it  cut  the  grades  to  20? 

Senator  Dial.  That  is  right. 

Mr.  Jacoway.  And  the  next  thing  it  did,  it  provided  that  the  right  of  appeal  should 
lie  to  the  Secretary  of  Agriculture? 

Senator  Dial.  That  is  correct. 

Mr.  Jacoway.  Those  are  the  three  things  we  amended  in  1914. 

Senator  Dial.  Congress  passed  it  in  1914. 

Mr.  Jacoway.  I  mean,  those  are  the  three  things  we  did  in  1914;  that  was  the  law? 

Senator  Dial.  Yes. 

Mr.  Jacoway.  And  then  in  1916  it  was  amended  again,  cutting  the  grades  from 
20  to  10? 

Senator  Dial.  Yes;  and  some  little  amendments,  and  they  changed  it  again  in  1919; 
they  perfected  the  grades,  and  shutting  down  on  the  grades 

Mr.  Jacoway  (interposing).  Those  were  the  changes? 

Senator  Dial.  Those  were  the  changes. 

Mr.  Jacoway.  At  the  present  time  that  is  in  the  law? 

Senator  Dial.  Yes.  And  then  they  fixed  another  thing  in  there,  in  the  event  of  a 
settlement  of  a  contract,  that  the  Secretary  of  Agriculture  had  the  right  to  fix  the 
price  on  the  different  grades  in  10  spot  markets  on  the  day  preceding 

Mr.  Jacoway  (interposing) .  That  is  all  covered  in  the  commercial  fixed  differences? 

Senator  Dial.  That  is  one  thing;  that  is  all  in  there. 

Now,  as  I  say,  the  present  law  helped  wonderfully,  and  it  got  rid  of  a  good  many 
of  these  injustices.  There  are  two  theories  under  it,  however;  one  is  that  at  the  time 
the  contract  is  made  the  specific  grade  must  be  specified.  Now,  if  they  had  stopped 
there,  that  would  have  been  a  beautiful  contract;  one  that  no  one  can  object  to,  as 
I  understand.  But,  unfortunately,  not  a  single  one  of  those  contracts  have  ever  been 
put  into  effect  on  the  New  York  Exchange. 

Mr.  Aswell.  Let  me  interrupt.     Why  not? 

Senator  Dial.  Because  they  will  not  deal  that  way.  You  can  not  get  them  to 
specify  the  identical  grade  of  cotton. 

Mr.  Aswell.  But  if  you  make  the  law  more  strict,  there  would  be  fewer  than  ever, 
would  there  not? 

Senator  Dial.  I  am  not  trying  to  make  it  more  strict  in  that  way. 

Mr.  Aswell.  Does  that  benefit  the  farmer? 

Senator  Dial.  In  some  instances.     I  will  come  to  that  later. 

Mr.  Chairman,  I  have  been  sick  for  five  or  six  days;  I  have  been  laid  up  with  a  bad 
throat.  But  I  made  a  speech  the  other  day  in  the  Senate  that  takes  this  up  more 
logically  than  I  could  hope  to  do  here,  and  I  do  not  care  to  go  to  the  trouble  of  repeat- 
ing what  I  said  there.  I  would  like  to  make  a  brief  statement  and  then  leave  this 
speech  here  for  the  record,  and  let  it  be  incorporated  in  the  record,  if  you  do  not 
object.  I  studied  this  out  very  carefully,  and  it  is  logical,  I  think.  I  will  make  a 
brief  statement,  and  will  answer  any  questions,  of  course. 

The  Chairman.  You  desire  to  have  your  speech  made  in  the  Senate  incorporated 
into  your  remarks? 

Senator  Dial.  Yes. 

The  Chairman.  Without  objection,  that  may  be  done. 

(The  speech  referred  to  is  here  printed  in  full,  as  follows:) 

INJUSTICE  OF  THE  PRESENT  COTTON  FUTURES  CONTRACT  LAW  AND  PROPOSED  NECESSARY 

AMENDMENT. 

[Speech  of  Hon.  Nathaniel  B.  Dial,  of  South  Carolina,  in  the  Senate  of  the  United  States.  Feb.  3,  1922.] 

Mr.  President,  I  desire  to  call  attention  to  the  injustice  of  the  present  cotton  futures 
contract  law  and  to  propose  necessary  amendments  thereto.  To  my  mind  a  chance  in 
this  law  is  needed  more  than  any  other  or,  perhaps,  all  other  remedial  Legislation  com- 
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bined  to  benefit  the  producers  of  cotton  in  the  United  States.  It  is  a  compound 
proposition,  but  is  as  simple  as  A,  B,  C's. 

I  want  to  apologize,  but  I  make  bold  to  assert  that  both  the  old  custom  and  the 
present  law  of  marketing  have  always  been  wrong,  and  only  during  a  few  exceptional 
years  since  the  adoption  of  the  exchange  has  the  grower  of  cotton  ever  realized  its 
value. 

Let  us  get  the  foundation  of  my  argument  in  your  mind.  Under  my  contention  the 
price  of  the  spot  cotton  is  controlled  almost  absolutely  by  the  future  contract  market. 
The  interest  of  the  grower  and  that  of  the  purchaser  of  a  future  contract  is  identical — 
both  want  the  price  to  go  up — but  as  soon  as  the  latter  becomes  a  seller,  his  interest 
is  turned  against  the  grower.  The  interest  of  the  seller  of  a  contract  is  diametrically 
opposed  to  that  of  the  grower  and  of  the  purchaser  of  a  contract.  He  desires  the  price 
to  go  down.  My  father,  who  was  a  practical,  successful  farmer  in  a  modest  way,  com- 
plained most  bitterly  as  long  as  he  lived  that  the  exchanges  kept  a  quantity  of  "dog- 
tail"  cotton  on  hand  to  tender  on  contracts,  and  thereby  depressed  the  price  of  his 
actual  cotton. 

Before  the  Civil  War  there  was  no  such  thing  as  a  cotton  exchange.  The  actual 
commodity  was  sold  either  on  the  spot  or  shipped  to  commission  merchants.  During 
the  Civil  War  it  was  impossible  to  get  a  sufficient  amount  of  cotton  through  the  lines, 
hence  great  premiums  were  offered  for  the  "  staple  to  arrive . ' '  This  is  the  origin  of  the 
cotton  exchange.  The  first  year  after  the  exchange  was  established  there  were  sold 
101,665  bales  of  contract,  whereas  eight  hundred  and  seventy -three  thousand  and  odd 
bales  of  spot  were  sold  in  New  York.  Since  that  time  dealing  in  contracts  has  increased 
and  dealing  in  spots  has  diminished. 

About  1868  the  cable  was  laid  to  Liverpool,  and  at  once  the  practice  of  selling 
"cotton  to  arrive  "  was  put  into  operation.  There  was  no  law  on  this  subject,  but  the 
custom  was  for  all  contracts  to  be  made  on  the  basis  of  middling,  with  the  right  of  the 
seller  of  the  contract  to  deliver  any  one  of  32  grades  of  cotton.  Of  course,  if  he  deliv- 
ered below  middling,  a  discount  was  allowed  the  purchaser,  or  if  above  middling, 
a  premium  was  added.  This  was  a  very  injurious  practice  to  the  grower  and  manu- 
facturer. 

This  practice  became  so  odious  that  practically  all  the  Southern  States  passed  legis- 
lation on  the  question  of  bucket  shops,  but  to  little  avail.  Congress  was  appealed  to 
for  many  years;  from  1884  to  1914  bills  were  continuously  before  both  Houses.  In  the 
latter  year  the  present  cotton  futures  contract  law  was  passed.  This  was  a  victory  for 
the  people  and  remedied  a  great  many  evils  that  existed  under  the  custom  of  the  ex- 
changes, and  no  doubt  was  intended  to1  correct  all  of  the  injustices.  At  first  the  law 
reduced  the  number  of  grades  tenderable  from  32  to  20,  and  later  it  was  amended,  and 
as  it  now  stands  allowing  10  grades  tenderable.  It  went  too  far  in  one  view  and  not  far 
enough  in  another. 

There  are  two  provisions  in  it,  one  which  authorizes  a  specific  grade  of  cotton  to  be 
specified  in  the  contract.  This  is  as  it  should  be,  but  there  has  never  been  one  of  these 
contracts  sold  on  the  New  York  Exchange. 

Under  the  second  provision  the  seller  of  the  contract  has  the  right  to  deliver  all  the 
quantity  in  any  one  or  in  any  number  of  the  10  tenderable  grades.  This  is  a  one  sided 
contract,  and  is  where  all  the  injury  is  done  the  grower  of  cotton.  This  was  the  most 
vicious  part  of  the  old  custom  and  is  the  burden  of  my  song.  It  is  my  subject.  Let  me 
repeat:  The  seller  of  the  contract  has  the  right  to  deliver  all  the  quantity  in  any  one  or 
all  of  the  10  tenderable  grades.  The  buyer  has  no  rights  except  to  accept  whatever 
is  tendered  him  or  to  sell  out. 

The  people  who  actually  produce  cotton  are  principally  of  small  means,  and  some- 
thing like  half  of  them  are  Negroes.  They  procure  advances  from  time  to  time  on 
which  to  make  the  crop.  They  are  compelled  to  dispose  of  their  crop  in  a  short  space 
of  time — something  like  75  per  cent  in  four  months — and  thereby  supply  the  actual 
cotton  needed.  The  cotton  world  knowing  this  condition  sells  futures.  The  owner  of 
the  contract,  who  has  hedged,  knowing  he  has  no  choice  of  selection,  sells  out,  hence 
the  price  of  the  actual  cotton  is  depressed. 

It  is  claimed  that  any  change  of  the  present  law  would  ruin  the  exchanges.  I  am 
not  an  enemy  of  the  exchanges  and  am  not  trying  to  put  them  out  of  business.  I  be- 
lieve they  would  serve  a  good  purpose  under  proper  laws  and  regulations.  They  tend 
to  bring  the  buyer  and  seller  together,  and  if  it  were  not  for  them  the  users  of  cotton 
might  combine  and  the  producer  would  be  at  their  mercy.  There  is  some  question, 
however,  whether  they  serve  a  useful  purpose.  There  are  no  such  places  to  sell  eggs, 
poultry,  lumber,  hay,'  iron,  steel,  wool,  and  many  other  products.  My  only  object 
is  to  get  a  fair  and  equitable  contract;  and  if  the  exchanges  can  not  exist  under  a  fair 
and  just  law,  then  let  them  retire. 
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There  are  something  like  160,000,000  spindles  in  the  world,  with  only  35,000,000  in 
the  United  States,  with  60,000,000  in  England.  Liverpool,  with  a  great  exchange, 
not  to  help  her  people  sell  cotton,  because  they  raise  none,  but  for  the  purpose  of  sup- 
plying spindles  of  England  and  elsewhere,  will  sell  contracts.  This  affects  the  New 
York  and  New  Orleans  markets;  hence  the  price  of  spot  cotton  all  over  the  world  is 
immediately  affected. 

It  is  claimed  that  Liverpool  fixes  the  price  of  cotton.  This  is  partially  true.  The 
price  is  fixed  wherever  the  surplus  is  sold.  Anyway,  let  us  look  at  this  proposition  in 
a  broad  view.  The  annual  world's  consumption  of  cotton  is  around  21,000,000  bales. 
Assuming  that  every  mill  should  by  its  requirements  aggregate  this  amount,  then 
if  parties  are  permitted  to  continue  to  sell  on  the  exchanges,  would  not  this  depress 
the  price?  Consider  the  figures  of  1919,  where  104,860,000  bales  of  contract  were  sold. 
Who  purchased  the  excess  over  21,000,000  bales?  Speculators,  of  course.  There  being 
no  other  purchasers  who  are  users  of  cotton,  the  market  would  get  in  the  hands  of  the 
speculators,  and  they,  knowing  the  inequality  in  the  contract,  would  not  purchase 
except  at  a  tremendous  discount.  We  are  taught  that  overproduction  depresses 
prices.     Does  not  overselling  in  this  instance  have  the  same  effect? 

It  is  claimed  that  the  exchanges  are  used  for  the  exporters  and  mills  to  hedge  their 
contracts,  but  under  the  present  law  they,  knowing  that  they'have  no  choice  of  selec- 
tion, will  join  the  multitude  of  sellers.  Therefore  the  parties  who  desire  the  actual 
cotton  have  their  buyers  all  over  the  cotton-growing  sections  and  purchase  the  article 
for  less  than  its  value. 

The  question  might  be  asked  whether  or  not  the  farmer  is  interested  in  the  exchanges. 
At  once  we  will  say  no,  he  has  nothing  to  do  with  contracts;  but  indirectly  he  is  most 
vitally  interested.     When  contracts  go  up  or  down,  the  price  of  spot  cotton  follows. 

For  example,  under  the  rules  of  the  exchange,  cotton  can  only  decline  2  cents  a 
pound  per  day,  and  often  this  is  the  case,  and  for  several  successive  days.  Does  any 
reasonable  person  believe  that  the  intrinsic  value  of  the  article  has  so  declined? 

In  other  words,  the  interest  of  the  grower  is  affected  by  every  transaction  on  the  ex- 
change and  he  is  totally  unable  to  help  himself.  Another  great  injury  that  is  done  the 
grower  no  doubt  is  the  difference  between  the  value  of  the  grades  of  cotton,  but  I  know 
of  no  legal  way  to  remedy  this. 

I  am  not  particularly  concerned  about  the  parties  who  deal  in  contracts  and  would 
care  nothing  about  the  exchanges  provided  the  effects  of  operations  upon  it  could  be 
severed  from  the  result  on  the  price  of  the  actual  commodity.  When  the  price  so 
declines  and  the  people  of  the  other  countries  of  the  world  buy  the  actual  cotton  for  less 
than  it  is  worth,  the  people  of  the  United  States  are  deprived  of  that  much  wealth,  and 
we  in  the  South  are  crippled  to  that  amount  of  our  buying  capacity  from  other  sections 
of  this  country  and  the  other  parts  of  the  world.  Therefore  this  question  is  not  sec- 
tional, but  national  and  international.  The  exchanges  have  become  so  subject  to 
manipulation — even  the  mills  and  exporters  will  not  rely  upon  getting  their  supplies 
through  them.  The  mills  do  not  object  to  paying  high  prices  for  cotton,  but  what  they 
do  object  to  is  such  violent  fluctuations.  The  present  practice  of  these  parties  is  to 
purchase  contracts  against  sales  of  goods,  then  procure  cotton  and  close  out  contracts. 
This  is  used  as  a  kind  of  insurance. 

Candidly,  I  am  endeavoring  to  help  the  grower,  and  all  other  interests  will  regulate 
themselves. 

In  1919  there  were  produced  in  the  United  States  less  than  12,000,000  bales  of  cotton. 
On  the  New  York  and  New  Orleans  exchanges  alone  there  were  sold  104,860,000  bales 
of  contract,  and  yet  there  were  delivered  only  139,100  bales  of  cotton.  In  1920  there 
were  grown  in  the  United  States  13,340,000  bales  of  cotton  and  there  were  contracts 
sold  for  128,907,500  bales  of  cotton.  From  August  1,  1920,  to  July  31,  1921,  the  actual 
number  of  bales  delivered  in  New  York  was  267,700;  in  New  Orleans,  106,600  bales. 
This  clearly  demonstrates  the  uselessness  of  the  exchange  as  a  practical  hedge.  If  the 
purchaser  of  the  contract  knew  that  he  could  select  under  this  contract  the  kind  of 
cotton  suitable  to  his  purpose,  he  would  naturally  demand  delivery  before  he  would 
sacrifice  his  contract,  but  when  he  realizes  that  the  seller  of  the  contract  has  a  right  to 
tender  any  one  of  10  grades,  and  that  he  has  no  choice  whatever,  he  almost  invariably 
sells  out. 

It  will  be  said  that  no  one  is  hurt,  because  there  is  a  purchaser  for  every  sale.  My 
answer  is  that  he  is  not  a  purchaser  at  value.  No  one  would  buy  a  contract  under  this 
law  unless  he  thought  he  was  getting  it  under  the  value  of  the  commodity.  He  bins 
it  as  a  depreciated  commodity — an  outlawed  and  a  blacklisted  commodity,!  might  say. 

Suppose  a  drummer  were  to  sell  a  hat  merchant  10  dozen  hats  at  $6  a  dozen  to  $60 
a  dozen  and  when  delivery  day  comes  the  drummer  would  deliver  all  of  the  quantity 
in  $6-a-dozen  hats  under  similar  authority  to  the  cotton  futures  contract  law.  Poos 
anyone  think  that  these  hats  would  bring  their  value  under  such  conditions?     Would 
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not  the  merchant  tell  the  drummer  to  dispose  of  them  and  save  him  whatever  he  could 
out  of  the  margin?  Certainly  no  one  would  make  such  a  purchase  unless  he  obtained 
it  at  a  great  discount:  and  it  so  operates  on  the  cotton  contract. 

A  few  years  since  some  friends  of  cotton  combined  to  demand  delivery  and  were 
prosecuted  by  the  United  States  Government. 

Tt  is  true  that  Under  the  classifications  of  the  present  law  any  of  the  tenderable 
grades  is  spinnable  cotton,  but  different  mills  can  not  use  all  the  grades  of  cotton.  It 
is  unsuitable  for  their  machinery  and  for  the  kind  of  goods  they  are  manufacturing, 
hence  it  is  necessary  to  have  a  particular  grade  or  grades  of  cotton. 

Some  time  since  the  Government  had  a  test  made  of  the  10  tenderable  grades  of 
cotton.  This  showed  that  there  was  not  so  great  a  difference  between  the  strength 
and  bleaching  qualities  of  each  grade,  but  there  Was  more  waste  in  the  lower  grades. 
A  short  time  since  I  asked  a  practical  millman  why  he  was  so  particular  about  certain 
grades  and  why  he  did  not  mix  more  of  them.  lie  stated  that  this  was  impractical; 
that,  for  example,  one  of  his  mills  was  manufacturing  a  cloth  under  a  certain  trade- 
mark and  that  he  attempted  to  manufacture  similar  cloth  at  another  mill  and  mixed 
the  grades  of  cotton.  From  one  shipment  of  this  to  China  he  had  to  pay  a  claim  of 
$20,000. 

The  value  of  a  commodity  is  its  intrinsic  Worth  coupled  with  the  use  to  which  it  is 
to  be  put. 

I  desire  the  contract  to  be  more  definite,  that  it  be  mutual,  so  that  the  purchaser 
and  the  seller  will  be  on  equal  terms.  There  is  no  custom  or  law  in  the  world,  so  far 
as  I  know,  that  allows  the  seller  of  a  commodity  to  select  the  quality  for  the  purchaser. 
More  particularly  would  this  he  inappropriate  when  the  commodity  is  to  be  used  in 
machinery.  Corn,  wheat,  and  other  products  are  not  sold  under  any  such  practice. 
This  rule  reverses  the  laws  of  common  sense  and  the  custom  of  merchandising.  Under 
this  practice  even  the  lower  grades  of  cotton  are  not  sold  at  their  value  because  you 
have  not  brought  the  right  parties  together.  For  instance,  many  people  would  not 
pay  $2  for  a  pair  of  brogan  shoes,  not  that  they  are  not  worth  $2,  but  that  party  would 
not  want  to  wear  them,  neither  would  he  want  to  pay  out  his  money  and  hunt  some  one 
who  would  care  for  them.  Just  so  in  the  different  grade  cotton;  unless  the  mill  could 
use  that  kind  of  cotton  it  would  not  care  to  purchase  it  and  then  have  to  pay  carrying 
charges  and  dispose  of  it  as  best  it  could,  hence  the  result  is  a  great  drove  of  sellers  of 
contracts.  The  maturity  day  will  be  approaching  and  when  the  seller  realises  that  he 
has  no  choice  of  selection,  and  not  wanting  to  tie  up  his  funds,  necessarily  he  will  sell 
out,  and  this  depresses  the  price  of  the  actual  commodity.  He  will  not  necessarily 
want  high-grade  cotton;  on  the  contrary,  the  kind  of  cotton  that  suits  his  purpose. 

Furthermore,  the  prices  quoted  on  the  exchanges  do  not  reflect  the  price  of  the 
market.  For  example,  on  March  23,  1920,  March  contracts  in  New  York  were  36.52, 
spot  40  cents  a  pound;  in  July  spots  43.75,  contracts  36.50. 

Not  only  this,  but  the  quotations  are  misleading,  to  put  it  mildly,  and  operate  along 
the  line  of  false  pretenses.  I  mean,  take  any  day's  quotations  for  any  month;  the 
buyer  of  cotton  can  quote  that  to  the  holder  and  tell  him  he  can  not  expect  to  get  more 
for  his  cotton  than  is  quoted  for  a  future  month,  whereas  the  owner  of  that  contract 
can  not  command  any  particular  grade  on  it.  still  the  farmer  parts  with  his  cotton  on 
the  belief  that  the  quotation  can  be  turned  into  middling  cotton.  That  same  argu- 
ment is  used  to  force  or  induce  the  manufacturer  of  goods  to  part  with  them. 

Another  objection  that  could  be  urged  is  the  unlimited  amount  of  contracts  that 
are  sold.  The  10-y ears'  average  of  the  cotton  crop  in  the  United  States  is  13,300,000 
bales.  After  all  that  is  grown  has  been  sold,  it  does  seem  that  the  sale  of  contracts 
should  cease,  and  this  would  be  the  case  if  anyone  were  dealing  in  the  actual  cotton 
and  hedges.  But,  take  the  example  of  the  year  1919.  There  were  something  like 
93,000,000  bales  of  cotton  sold  by  future  coDtract  over  the  amount  produced.  In 
other  words,  every  bale  of  cotton  grown  in  the  United  States  was  sold  over  nine  times. 
Artificial  supplies  are  created  at  the  pleasure  of  the  sellers  of  contracts  without  enlarg- 
ing the  demand.  The  law  of  supply  and  demand  is  thus  hobbled.  Whoever  puts  up 
the  most  margins  can  carry  prices  his  way.  I  am  not  endeavoring  to  legislate  value 
into  a  commodity.     This  should  not  be  attempted. 

To  my  mind  the  foregoing  clearly  demonstrates  the  inequality  of  the  present  law 
and  its  unjust  operations  against  the  grower. 

Allow  me  to  reiterate,  the  price  of  the  future  market  controls  the  spot  market. 

The  interest  of  the  grower  and  the  purchaser  of  contracts  is  identical;  that  of  the 
seller  of  the  contract  is  the  opposite. 

There  is  no  equality  or  mutuality  in  the  present  contract — the  seller  having  the 
right  to  deliver  any  one  or  all  of  10  tenderable  grades  of  cotton,  and  the  purchaser  of 
the  contract  having  no  choice  of  selection,  ninety-nine  times  out  of  a  hundred  sells 
out,  hence  the  price  of  the  spot  cotton  is  depressed.     A  more  ingenious  plan  could  not 
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be  devised  to  depress  the  price  of  a  commodity  than  for  a  person  to  be  permitted  to 
sell  one  grade  or  quality  and  then  be  allowed  to  deliver  another.  The  game  is  one  of 
marked  cards. 

I  suggest  either  one  of  three  remedies,  which  I  am  satisfied  will  greatly  improve 
conditions,  but  urge  the  last  one,  to  wit: 

First,  require  the  specific  grade  to  be  specified  at  the  time  the  contract  is  made. 

Second,  allow  the  purchaser  and  the  seller  of  a  contract  to  each  select  half  of  the 
quantity;  but  in  order  to  avert  the  possibility  of  a  corner,  either  up  or  down,  let  them 
divide  each  half  equally  in  two  or  even  three  grades. 

Third,  do  away  with  the  middling-fair  as  one  of  the  grades  tenderable  and  divide 
the  other  nine  grades  into  three  classes,  to  wit,  A,  B,  and  C,  with  three  grades  in 
each  class,  and  make  the  middle  class  the  basis,  with  a  discount  for  a  grade  below 
and  a  premium  for  a  grade  above. 

Briefly,  the  objection  that  would  be  raised  to  the  first  suggestion  would  be  that 
we  would  drive  off  a  great  many  dealers  in  contracts.  This  would  not  affect  legitimate 
dealers,  but  no  man  should  be  allowed  to  sell  what  he  has  not  or  what  he  does  not 
expect  to  have.  It  is  also  claimed  we  would  practically  convert  the  exchange  into 
a  spot  market,  but  I  do  not  think  so.  Another  objection  would  be  that  there  would 
be  10  quotations  instead  of  one.  I  want  to  require  the  contract  on  the  exchange  to 
represent  the  actual  commodity  and  to  be  a  fair  index  of  its  value. 

The  objection  to  the  second  proposition  might  be  that  the  purchaser  would  be 
required  to  take  half  of  a  quality  that  he  did  not  want  in  order  to  get  half  that  he 
could  use.     This  is  true;  but  it  would  be  a  great  improvement  over  the  present  law. 

I  can  see  no  objection  whatever  to  the  third  proposition.  This  limits  the  tender 
of  the  seller  from  10  grades  to  3  in  a  given  contract.  I  do  not  claim  to  be  an  expert, 
but  I  am  satisfied  that  the  final  user  of  the  cotton — the  mills — could  handle  anyone 
of  the  three  contiguous  grades  under  this  division,  and  by  specifying  the  class  he  could 
get  the  desired  grade.  I  understand  the  custom  of  the  trade  in  filling  a  given  contract 
is  to  allow  a  latitude  of  one  grade,  up  or  down. 

I  am  satisfied  beyond  a  peradventure  of  a  doubt  that  an  amendment  along  the 
above  lines  would  stabilize  the  price  of  cotton  and  would  increase  the  price  of  every 
pound  at  least  several  cents.  Under  the  present  and  former  systems  there  is  no 
question  but  what  the  South  has  been  deprived  of  a  great  proportion  of  the  value 
of  every  crop  since  the  adoption  of  the  exchange.  Under  the  present  condition  and 
laws  our  people  will  not  be  able  longer  to  produce  cotton  and  exist,  much  less  to 
make  a  decent  living  or  any  profit.     We  have  come  to  a  parting  of  the  ways. 

I  have  introduced  amendments  in  the  Senate  along  the  lines  suggested  above,  but 
I  am  told  that  the  task  is  too  monumental  to  be  accomplished,  and  that  it  would 
cause  a  revolution  in  marketing.  I  believe  in  revolutions  when  they  are  necessary 
to  accomplish  justice.  Because  the  practice  is  old  is  no  reason  why  it  should  not 
be  changed.  I  am  not  asking  favors,  but  simply  demanding  justice.  Congress  has 
the  good  of  the  people  at  heart,  and  1  am  satisfied  when  we  all  look  into  this  subject 
we  will  agree  along  the  lines  of  the  above  suggestions.  There  is  no  use  telling  farmers 
to  make  a  living  at  home,  diversify  their  crops,  build  warehouses,  organize  cooperative 
marketing  associations,  hold  meetings  in  Washington  and  elsewhere,  and  to  do  other 
things  which  are  essential,  and  then  for  us  to  stumble  around  like  a  set  of  blindfolded 
schoolboys,  professing  not  to  know  the  real  reason  why  our  section  of  the  country  does 
not  propsper.  The  cotton  industry  is  in  bondage  and  everyone  knows  that  something 
is  wrong,  but  they  do  not  realize  the  exact  trouble  nor  the  remedy.  An  amendment 
along  the  above  lines  would  bring  immediate  relief  and  would  be  more  beneficial 
than  all  others  combined. 

Senator  Dial.  I  have  copies  of  this  speech,  and  I  would  be  glad  to  furnish  it  to 
anybody  who  desires  to  have  it. 

Now,  let  us  find  out  what  I  am  trying  to  do,  first.  I  am  endeavoring  to  put  out  the 
wrong  of  the  old  custom  that  was  brought  down  into  the  law. 

I  do  not  claim  to  be  an  expert  on  cotton,  although  I  have  talked  to  a  number  of  men 
who  are  experts.  I  have  raised  cotton  all  my  life.  I  have  been  a  farmer  and  cotton 
raiser  all  my  life,  and  I  also  have  interests  in  some  mills. 

But  what  I  am  getting  at  is  the  injustice  of  the  law.  My  contention  is  that  the 
future  contract  price  controls  the  price  of  spot  cotton.  And  1  do  not  think  there  is 
any  dispute  much  on  that.  I  do  not  mean  absolutely  conclusively  in  every  ease,  but 
practically. 

Mr.  Jacoway.  That  is,  where  spots  and  futures  are  close  together? 

Senator  Dial.  They  do  not  function  close  together  all  the  time.  But  it  is  more  or 
less  affected. 

Mr.  Jacoway.  That  is  true,  where  spots  and  futures  are  quoted  close  together,  and 
that  is  better  for  the  producer  of  cotton. 
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Senator  Dial.  They  should  function  close  together. 

Mr.  Jacoway.  It  should  be  better  for  the  man  who  follows  the  plow  and  uses  the 
hoe. 

Senator  Dial.  It  should  be  better.  Now,  let  me  get  into  your  mind  the  basis  of 
my  argument;  that  is,  that  the  price  of  the  future  contract  controls  the  spot  market. 
Let  us  get  the  personnel  in  your  mind.  My  contention  is  that  the  grower  of  cotton 
and  the  buyers  of  contracts  interests  are  identical;  that  is,  for  the  present.  The 
man  that  grows  cotton  and  the  man  who  buys  contracts  both  want  the  price  to  go  up. 
But  the  man  who  sells  a  contract  wants  the  price  to  go  down.  Therefore,  the  seller 
of  the  contract  is  against  the  farmer — against  the  producer.  That  is  where  the  trouble 
comes  in,  as  I  take  it. 

Now,  gentlemen,  I  am  not  particularly  against  the  exchanges.  I  would  vote  to-day 
to  abolish  every  exchange  in  the  United  States  unless  we  change  this  law,  but  I  be- 
lieve that  exchanges,  under  proper  lav/,  would  serve  its  purpose.  Otherwise,  the 
mills  and  exporter  might  combine  and  force  the  prices  down.  I  think  the  exchanges 
bring  the  buyer  and  the  producer  together  and  they  might  serve  a  good  purpose  under 
a  proper  law,  specially  since  we  export  so  much  cotton.  But  they  have  fallen  down 
and  absolutely  failed  in  their  purpose. 

Mr.  Aswell.  Let  me  interrupt  you  there,  Senator.  Do  you  think  the  exchanges  are 
responsible  for  the  low  prices  of  cotton  to-day? 

Senator  Dial.  Yes. 

Mr.  Aswell.  Do  you  think  the  prices  would  be  higher  without  the  exchanges? 

Senator  Dial.  Yes,  sir. 

Mr.  Aswell.  How  about  rice? 

Senator  Dial.  Well,  I  don't  know  about  rice.  You  have  no  exchanges  for  coal, 
and  steel,  or  wood. 

Mr.  Aswell.  Rice  has  gone  down  considerably. 

Senator  Dial.  I  don't  think  an  exchange  would  help  it.  Under  the  present  law 
there  is  no  question  in  the  world  that  the  exchanges  keep  the  price  of  cotton  down. 

Mr.  Aswell  (interposing).  If  you  can  prove  that  you  will  have  a  good  case;  but  I 
have  never  been  shown  that. 

Senator  Dial.  I  think  I  will  show  you  that  before  I  get  through.  I  am  not  talking 
about  any  particular  time  but  on  broad  propositions.  I  am  not  against  the  exchanges, 
I  am  not  abusing  the  exchanges,  but  I  am  abusing  the  Members  of  Congress  for  allow- 
ing such  a  law  to  remain  on  the  statute  books. 

Mr.  Jacoway.  If  you  will  excuse  me  there,  Senator 

Senator  Dial  (interposing).  Certainly. 

Mr.  Jacoway.  I  have  sent  for  the  law,  and  your  bill  is  here,  and  will  you  read  into 
the  record  what  the  law  is,  that  section,  and  then  how  you  amend  that? 

Senator  Dial.  I  am  coming  to  that  but  I  want  you  to  agree  with  me  first  that  the 
thing  is  wrong. 

Mr.  Jacoway.  I  am  not  going  to  agree  with  your  premise  until  I  see  what  strings 
are  tied  to  it. 

Senator  Dial.  I  will  point  out  the  disease  and  then  I  will  point  out  the  remedy. 

Mr.  Aswell.  Tell  us  what  the  disease  is. 

Senator  Dial.  The  diseases  are  two.  One  is  that  the  grade  must  be  specified. 
They  never  put  one  of  those  into  execution  on  the  New  York  Exchange. 

Mr.  Aswell.  Well,  is  that  the  fault  of  the  law? 

Senator  Dial.  Yes;  the  Secretary  of  Agriculture  is  impotent  to  have  that  kind  of  a 
contract  made.  There  is  nothing  mandatory  in  the  law  that  you  have  to  sell  it  that 
way;  under  section  5  the  seller  has  a  right  to  deliver  any  one  of  five  grades.  His 
contract  is  on  the  basis  of  middlings. 

Mr.  Aswell.  Is  that  against  the  farmer? 

Senator  Dial.  Absolutely. 

Mr.  Aswell.  Why  is  it? 

Senator  Dial.  I  think  the  price  oi  the  future  contract  controls  the  price  of  the  spot 
market.  Now,  when  the  buyer  of  a  contract  has  a  right  to  tender  him  any  one  of  10 
grades  on  the  contract  he  will  not  buy  that  contract  except  at  a  depreciated  price. 

Mr.  Aswell.  What  would  become  of  the  low  grades  of  cotton? 

Senator  Dial.  The  low  grades  of  cotton  are  not  tenderable  now  under  the  contract. 

Mr.  Aswell.  I  mean  under  the  present  law. 

Senator  Dial.  It  will  help  the  low  grades,  in  my  contention,  because  you  bring  the 
low  grades  up.  Here  is  my  contention:  Suppose  you  are  a  hat  merchant  and  a 
drummer  was  to  come  to  you  and  say,  "'I  have  hats  here  from  §6  to  $20  a  dozen,"  and 
you  say  to  him,  "Put  me  down  for  10  dozen,"  and  he  says,  "All  right,  give  me  a  check 
for  good  faith."  If  you  give  him  a  check  and  the  next  week  he  comes  back  and  he 
says,  "I  have  decided  to  give  you  $6  a  dozen  hats  all  the  way  through."     You  say, 
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"I  don't  want  $6  a  dozen  hats."  But  he  says,  "Oh,  yes;  I  have  a  right  to  tell  you 
what  qualitv  (under  the  cotton  law)  in  any  quantity  you  shall  have;  I  can  tell  you 
what  I  see  fit."     And  he  gives  you  them  at  a  discount. 

Mr.  Aswell.  Well,  I  can  see  where  that  is  against  the  spinner,  but  not  against  the 
farmer. 

Senator  Dial.  Oh,  yes. 

Mr.  Aswell.  You  are  talking  about  the  spinner. 

Senator  Dl\l.  Let  me  finish  with  my  hats.     You  will  say,  "  I  don't  want  all  those 

hats;  you  go  out  and  sell  those  and  save  me  what  you  can."     And  he  goes  out  and  sells 

them,  and  that  puts  the  price  down.     Similar  cases  put  the  price  of  spot  cotton  down. 

Now,  the  drummer  says,  "  I  will  sell  you  another  10  dozen  hats."     And  you  will  not 

buy  unless  he  puts  the  price  so  low  you  can  handle  any  of  his  hats — you  don't  want 

that  kind  of  a  hat.    And  just  so  to-day,  you  would  not  give  $2  a  pair  for  brogan  shoes 

Mr.  Aswell  (interposing).  Yes;  I  would. 

Senator  Dial.  Because  you  would  have  to  go  and  get  a  man  to  purchase  them 
from  you. 

Mr.  Aswell.  Then  why  do  you  not  narrow  it  down  to  one  grade;  why  do  you  not 
stick  to  one  grade? 

Senator  Dial.  That  is  not  necessary.  Let  me  get  through  with  my  shoe  story. 
Now,  in  the  same  proposition,  on  the  cotton,  the  purchaser  of  the  contract  would 
not  stand  up  and  demand  delivery,  because  he  does  not  know  what  kind  of  cotton 
he  would  get:  hence  he  sells  his  contract,  and  therefore  you  have  a  large  number  of 
sellers  all  the  time.  I  would  like  to  say  that  you  have  more  sellers  than  buyers,  but 
I  can't  say  that.  That  is  not  true,  of  course.  He  is  not  a  purchaser  at  value  when 
he  does  not  know  what  kind  of  goods  he  is  going  to  get.  And,  you  see,  you  do  not 
bring  the  right  purchaser  and  seller  together.  Like  the  brogan  shoes,  some  men  have 
use  for  them,  and  you  can  sell  them.  But  other  men  have  no  use  for  them,  and  you 
can  not  sell  them  unless  you  put  your  price  away  down  below  value. 

Neither  does  the  buyer  want  to  put  his  money  into  a  kind  of  cotton  that  he  can  not 
use.  He  has  to  pay  for  it;  he  has  to  pay  the  carrying  charges  on  it,  and  sell  it  the  best 
he  can.  Hence,  if  he  is  using  one  grade  of  cotton,  he  does  not  want  another  and  dif- 
ferent grade  of  cotton.  Therefore,  you  can  not  get  the  price  that  the  lowest  commodity 
is  worth. 

Now,  you  have  a  flood  of  sellers  all  the  time  on  the  market.  I  do  not  know  any 
custom  or  any  law  in  the  world  that  authorizes  the  seller  of  a  commodity  to  select 
the  quality  of  the  commodity  for  the  purchaser. 

Mr.  Tincher.  I  understand  you  to  say  that  section  5  of  this  law  that  you  seek  to 
amend  became  a  law  in  1914? 

Senator  Dial.  Yes,  sir. 

Mr.  Tincher.  And  that  said  to  the  purchaser  of  a  cotton  contract  that  any  one  of 
10  grades  should  be  tenderable  on  that  contract? 

Senator  Dial.  Yes;  middling,  above  or  below. 

Mr.  Tincher.  And  since  that  law  has  been  passed,  none  of  those  contracts  have 
been  entered  into? 

Senator  Dial.  No;  under  section  10 — there  are  two  sections  of  the  law.  Under 
section  10  it  is  all  right,  but  they  never  have  put  that  in  effect. 

Mr.  Tincher.  What  do  you  mean  by  section  10? 

Senator  Dial.  There  is  another  section 

Mr.  Tincher  (interposing).  You  are  not  seeking  to  amend  section  10  at  all? 

Senator  Dial.  No;  section  5. 

Mr.  Tincher.  Under  section  5,  they  have  not  had  any  contracts? 

Senator  Dial.  Oh,  yes;  under  section  5;  none  under  10.     Here  is  my  remedy 

Mr.  Aswell  (interposing).  Senator,  may  I  interrupt  you? 

Senator  Dial.  Yes. 

Mr.  Aswell.  If  it  is  true  that  the  Government  can  not  enforce  the  law  now,  what  is 
the  purpose  of  a  new  one? 

Senator  Dial.  I  want  to  make  one  that  they  will  have  to  trade  under. 

Mr.  Aswell.  Why  do  you  not  make  them  trade  under  section  10? 

Senator  Dial.  Here  is  my  remedy.     You  gentlemen  are  anticipating  me. 

The  Chairman.  You  suggest  a  compromise  between  sections  10  and  5? 

Senator  Dial.  Practically. 

Mr.  Aswell.  You  say  there  is  a  flood  of  sellers? 

Senator  Dial.  Yes. 

Mr.  Aswell.  How  can  you  have  a  flood  of  sellers  when  you  have  no  buyers? 

Senator  Dial.  He  buys  at  a  depleted  price.  He  buys  at  a  blacklisted  price,  Win- 
would  a  man  want  to  buy  cotton  that  he  can  not  use? 

Mr.  Aswell.  I  am  interested  in  the  cotton  growers.  I  don't  know  anything  about 
the  mills,  much,  but  I  am  interested  in  the  growers. 
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Senator  Dial.  I  am  interested  in  the  growers  of  cotton,  and  in  all  of  them.  If  you 
will  wait,  and  let  me  take  this  up,  I  will  convince  you  that  this  will  stabilize  the  price 
and  bring  it  up  several  cents  a  pound.  I  am  sure  at  the  present  time — I  think  we  are 
deprived  of  at  least  3100,000,000  every  year  by  the  operation  of  this  law. 

Mr.  Aswell.  Who  gets  that  $100,000,000? 

Senator  Dial.  The  speculators,  exporters,  and  the  mills.  Cotton  has  to  go  to  the 
mills.  There  is  nobody  else  that  will  use  it.  You  can  not  eat  it,  and  you  can  not 
wear  it  until  it  goes  to  the  mills. 

Mr.  Aswell.  I  do  not  want  a  law  specifically  for  the  benefit  of  the  miller. 

Senator  Dial.  I  do  not,  either.  You  wait  until  I  get  through,  and  I  think  you  will 
be  with  me.  My  remedy — your  mind  runs  so  fast,  you  are  anticipating  me.  If  I  were 
allowed,  I  would  tell  a  little  joke  about  the  girl  being  dressed  up,  but  I  will  not  tell  it 
here. 

Mr.  Aswell.  Oh,  yes.     Tell  it. 

Senator  Dial.  No.  Now,  under  the  present  law,  there  are  10  grades  tenderable. 
When  the  buyer  contracts,  he  buys  middlings,  but  the  seller  has  the  right  under  the 
contract  to  tender  him  any  one  of  those  10  grades. 

Mr.  Jacoway.  Does  he  have  that  right? 

Senator  Dial.  Absolutely,  under  section  5. 

Mr.  Jacoway.  Can  he  not  go  to  him  and  say,  "  I  can't  deliver  you  the  cotton  I  sold 
you,  but  I  can  deliver  you  a  grade  under  that";  and  under  the  provisions  of  the  old 
law,  known  as  "commercial  fixed  differences,"  can  they  not  sit  down  together  and 
negotiate? 

Senator  Dial.  No;  I  don't  understand  that  to  be  the  law. 

Mr.  Jacoway.  You  don't  understand  that  to  be  the  law? 

Senator  Dial.  No;  not  unless  providentially  hindered  from  making  delivery. 

Mr.  Jacoway.  But  under  that  law  of  commercial  differences,  the  man  agreed  to  do  it. 

Mr.  Aswell.  Practically  you  put  it  on  the  market. 

Senator  Dial.  No;  but  you  sell  out  to  some  one  else. 

Mr.  Aswell.  Well,  if  you  are  going  to  gamble,  all  right,  but  you  can  agree  on  a 
commercial  difference. 

Senator  Dial.  What  I  say,  then,  is,  if  you  agree  on  that,  that  hurts  the  farmer  by 
reason  of  this  one-sided  law. 

Mr.  Jacoway.  Let  us  see  if  it  does.     I  take  issue  with  you  there. 

Senator  Dial.  Well 

Mr.  Jacoway  (interposing).  Under  the  provisions  of  the  law  he  has  the  right  of 
appeal? 

Senator  Dial.  Yes;  to  the  Secretary  of  Agriculture. 

Mr.  Jacoway.  To  the  Secretary  of  Agriculture? 

Senator  Dial.  Yes. 

Mr.  Jacoway.  Is  it  your  contention  that  the  Secretary  of  Agriculture  would  do, 
without  notice,  the  arranging  of  differences? 

Senator  Dial.  No;  not  under  the  law.  But  he  goes  out  and  gets  the  spot  market 
on  the  day  preceding.  My  contention  is,  if  it  had  not  been  for  this  one-sided  law,  the 
price  would  have  been  higher.  In  the  name  of  common  sense,  I  do  not  know  of  any 
law  in  the  world,  or  custom,  that  lets  the  seller  of  an  a- tide  select  the  quality  for  the 
purchaser.  More  particularly  is  that  not  appropriate  when  that  is  a  commodity  to  be 
used  in  machinery.  I  am  not  an  expert,  but  I  was  talking  to  an  expert  mill  man  last 
week,  and  he  said  that  no  mill  in  the  world  could  use  10  grades  in  making  one  kind 
of  cloth. 

Mr.  Jacoway.  I  am  inclined  to  agree  with  that. 

Senator  Dial.  Let  me  put  my  remedy.  My  remedy  is  this:  Cut  up  the  10  graies. 
My  thought  was — the  thought  of  leaving  out  middling  fair,  because  there  is  very  little 
middling  fair  grown.  That  disarranges  the  scheme;  but  in  talking  to  the  Agricultural 
Department,  I  have  three  different  grades  in  three  classes,  A,  B,  and  C,  with  the  middle 
of  that  class  as  the  basis.     Now,  restrict  the  man  in  selling  and  buying  to  one  class. 

Mr.  Jacoway.  Now,  Senator,  will  you  let  me  interrupt  you  there? 

Senator  Dial.  Yes. 

Mr.  Jacoway.  Assuming  that  that  is  the  law  to-day;  you  have  the  three  grades. 

Senator  Dial.  Yes. 

Mr.  Jacoway.  Now,  suppose  your  miller  finds  that  he  can  use  one  grade? 

Senator  Dial.  Yes;  that  is  the  point. 

Mr.  Jacoway.  Can  your  mill  use  all  those  grades? 

Senator  Dial.  Yes;  and  not  only  the  mills,  but  we  have  the  exporters. 

Mr.  Jacoway.  Are  you  certain  about  that? 

Senator  Dial.  I  am  pretty  certain  of  that. 

Mr.  Aswell.  Can  the  exporter  use  all  10  grades? 
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Senator  Dial.  If  he  has — here  is  the  idea:  Suppose  a  mill  is  running  on  certain  cloth. 
They  can  use  a  grade  above  and  a  grade  below.  If  an  exporter  gets  an  order  for  a 
certain  grade  we  can  supply  it  in  either  of  the  contiguous  grades. 

Mr.  Jacoway.  Now,  Senator,  the  people  who  manufacture  the  finished  product 
have  come  before  this  committee,  and,  standing  right  where  you  are  standing  now, 
they  say  that  their  machinery  is  so  adjusted  that  they  can  use  but  one  grade  of  cotton. 

Senator  Dial.  It  might  be  in  some  particular  mill. 

Mr.  Jacoway.  The  majority  of  them  have  said  that. 

Senator  Dial.  I  am  not  an  expert  on  that. 

Mr.  Jacoway.  Under  your  bill — — ■ 

Senator  Dial  (interposing).  They  could  get  some  one  that  could  use  it. 

Mr.  Jacoway.  Yes;  but  you,  as  a  purchaser,  what  would  you  do  with  what  you 
can  not  do? 

Senator  Dial.  I  would  send  it  to  a  neighboring  mill,  making  a  different  kind  of 
cloth,  making  cloth  out  of  that  kind  of  cotton,  or  retender  it  on  contract. 

Mr.  Jacoway.  I  think  that  is  the  crux  of  this  thing. 

Senator  Dial.  You  have  it  about  right. 

Now,  gentlemen,  I  have  three  propositions — to  go  back  a  little  bit,  I  had  thought 
of  making  an  arrangement  of  this  sort:  Let  the  purchaser  of  a  contract  select  half  the 
quantity  and  the  seller  the  other  half.  If  you  do  that,  the  argument  would  be  that 
the  purchaser  would  take  all  of  his  half  in  middling  and  corner  the  market. 

Mr.  Jacoway.  And  then  you  would  still  have  the  low  grades? 

Senator  Dial.  No;  let  us  get  at  that.  I  can  not  see  as  much  sin,  if  sin  there  be,  in 
letting  the  purchaser  select  half  of  the  quantity  and  bring  the  price  up  as  there  is  in 
letting  the  purchaser  select  all  the  lower  grades  and  keep  the  price  down. 

Mr.  Aswell.  Suppose  he  did  select  the  low  grade? 

Senator  Dial.  I  think  it  would  bring  it  all  up. 

Mr.  Aswell.  Could  the  spinner  use  the  low  grades? 

Senator  Dial.  That  depends  on  his  machinery  and  kind  of  goods  he  is  making. 

Mr.  Aswell.  Then  you  have  the  same  question  you  have  now. 

Senator  Dial.  No;  I  think  it  would  help  considerably. 

Mr.  Tincher.  The  price  of  low  grade  is  more  or  less  in  sympathy  with  the  other 
grades? 

Senator  Dial.  Yes.  Here  is  the  idea  that  I  said  they  would  not  do.  I  want  some- 
thing that  is  honest,  and  yet  I  want  something  that  is  workable.  I  gave  the  idea  of 
dividing  the  quantity  up. 

Mr.  Aswell.  Did  you  not  recommend  your  50-50  proposition? 

Senator  Dial.  I  did. 

Mr.  Aswell.  But  you  changed  it? 

Senator  Dial.  I  have  a  better  amendment  than  that.  I  advocated  that  50-50, 
but  to  make  them  divide  it  between  two  grades.  Senator  Coma's  proposition  was  that 
the  purchaser  select  one-half  of  the  contract  in  middlings  or  above. 

Mr.  Aswell.  But  everybody  knows  that  the  Senator  was  a  spinner,  and  nothing 
else. 

Senator  Dial.  No;  I  understood  that  he  had  mills  and  farms,  too. 

Mr.  Aswell.  He  sold  his  farm,  did  he  not? 

Senator  Dial.  No;  I  was  told  he  had  some  large  farms  in  Alabama.  I  am  a  farmer, 
too,  and  also  own  a  little  mill  stock.  We  still  own  the  same  farm  that  has  been  owned 
by  our  family  for  the  last  150  years.  But  I  have  no  hesitancy  in  saying  I  am  trying 
to  benefit  the  farmer,  and  I  am  trying  to  get  an  honest  law,  and  then  if  the  exchange 
can  not  live  under  it  they  will  have  to  get  out  of  business,  that  is  all.  I  believe  a 
mill  can  get  along  on  the  three  contiguous  grades  of  cotton. 

I  made  a  speech  on  that  subject  on  the  4th  of  August.  You  can  have  a  copy  of  that, 
if  you  care  for  it.  After  that  I  called  the  Senators  from  the  cotton-growing  States 
together  and  we  talked  the  matter  over.  They  did  not  agree  to  the  50-50  proposition, 
because  they  thought  every  man  ought  to  be  compelled  to  deliver  what  he  sold,  just 
like  he  does  in  corn  and  oats  and  other  commodities. 
Mr.  Jacoway.  Senator,  is  that  not  the  law  to-day? 

Senator  Dial.  No;  that  is  not  the  law  to-day.  That  is  what  the  law  to-day  is  not. 
You  are  allowed  to  sell  middlings,  and  then  deliver  any  one  of  10  grades. 

Mr.  Jacoway.  No;  if  I  buy  some  cotton,  and  the  seller  can  not  deliver  that  grade. 
but  can  deliver  a  grade  below  that,  then  I  arrange  the  difference  between  the  grades. 
and  sell  and  deliver  in  that  way. 

Senator  Dial.  What  good  does  it  do  you  if  you  can  not  use  it? 

Mr.  Jacoway.  After  I  sell  my  cotton,  the  rains  might  come,  and  the  weather  might 
be  bad,  and  the  freeze  might  come,  and  the  condition  might  be  such  that  you  can  not 
deliver  what  you  sell.     That  has  happened.     But  I  say,  Mr.  Purchaser,  I  can  not 
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deliver  that  which  I  sold  you.  because  the  rains  have  come,  and  the  freeze,  and  the 
weather  conditions  have  spoiled  the  cotton.  Now,  under  the  present  law  you  have 
got  to  take  my  cotton,  and  then  arrange  the  difference  between  what  I  sold  and  what 
I  can  deliver,  and  you  can  not  deliver  in  any  one  of  the  10  grades. 

Senator  Dial.  No;  but  I  am  told  that  is 'not  true.  I  am  told  by  the  Agricultural 
Department  you  have  to  sell  out.  or  take  what  he  delivers»you.  There  should  be 
mutuality  of  contract. 

Now.  the  Senators  from  the  said  States  told  me  to  go  ahead,  and  then  to  come  back 
and  propose  an  amendment  striking  out  section  5  altogether,  leaving  only  section  10. 

Mr.  Jacoway.  Does  Senator  Smith,  of  South  Carolina,  agree  with  you  on  your 
present  bill? 

Senator  Dial.  More  or  less.  Not  entirely.  Senator  Smith  thinks  the  10  grades  are 
spinnable  cotton,  and  to  let  the  mills  spin  it.  I  think  he  is  short  on  the  spinning 
proposition  if  he  tninks  any  mill  can  spin  10  different  grades  of  cotton.  I  would  not 
object  to  having  more  than  10  grades  of  good  spinnable  cotton.  I  think  he  thinks  I 
am  right  in  a  great  measure,  but  he  thinks  I  exaggerate  the  benefit  to  the  farmer. 

Now,  the  Senators  told  me  to  go  ahead  and  prepare  an  amendment,  striking  out 
section  5  altogether.  What  is  the  use  of  selling  a  man  one  suit  of  clothes,  and  then 
trying  to  deliver  to  him  another  and  a  different  kind  of  suit  of  clothes? 

Mr.  Jacoway.  Suppose  they  can  not  sell  what  he  sells? 

Senator  Dial.  I  will  come  to  that.  I  am  talking  about  the  exchanges.  I  will  come 
to  the  exchanges. 

Mr.  Jacoway.  But  what  will  the  farmer  do? 

Senator  Dial.  I  will  get  to  the  exchanges,  and  I  will  give  you  some  figures  that 
will  astound  you,  if  you  have  not  heard  them  before. 

I  told  the  Senators  I  would  do  the  best  I  could.  I  doubted  the  practicability  of 
specifying  one  grade  only.     I  prepared  an  amendment— — 

Mr.  As  well  (interposing).  Do  you  believe  that  the  exchanges  hammer  down  the 
prices? 

Senator  Dial.  I  do  not  believe  it;  I  know  it. 

Mr.  Aswell.  Take  the  exchange  in  New  Orleans,  for  instance,  do  they  hammer 
the  price  down? 

Senator  Dial.  There  is  no  doubt  in  the  least  in  the  world  of  it- 
Mr.  Aswell.  Well,  I  don't  know  that.     I  want  you  to  prove  it. 

Senator  Dial.  I  told  the  Senators  I  doubted  the  practicability  of  it.  I  made 
another  speech  on  August  4  on  that  proposition.  I  can  give  you  copies  of  that  speech. 
If  you  hold  them  down  to  one  grade,  it  will  be  said  you  make  the  exchanges  to  spot 
market.     That  is  too  restrictive. 

Mr.  Aswell.  Then  you  did  not  agree  with  the  22  Senators? 

Senator  Dial.  No;  but  we  were  together 

Mr.  Aswell.  (interposing).  They  were  against  you. 

Senator  Dial.  There  isn't  a  man  against  me  in  the  Senate,  except  Senator  Ransdell, 
so  far  as  I  know.     They  told  me  to  go  ahead  and  see  what  I  could  get. 

Mr.  Aswell.  They  don't  know  anything  about  cotton. 

Senator  Dial.  They  know  a  good  deal  about  it. 

Mr.  Jacoway.  ButSenator  Smith;  how  about  him? 

Senator  Dial.  Senator  Smith  will  not  deny  this  proposition. 

Now,  the  thing  you  talked  about  a  while  ago,  why  not  make  them  sell  what  they 
agree  to  sell;  why  not  make  them  deliver  what  they  sell.  I  am  a  little  more  lenient 
with  them. 

I  did  not  press  this  matter  any  further  before  the  Agricultural  Committee  for  the 
reason  that  I  was  not  satisfied  in  my  own  mind  as  to  the  absolute  correct  workability 
of  the  proposition. 

Mr.  Aswell.  Have  you  seen  anybody 

Senator  Dial  (interposing).  Yes:  I  am  satisfied  now  with  it. 

Now.  the  solution  of  this  proposition  will  be  this:  That  the  10  grades  ought  to  be  in 
three  classes,  A,  B.  and  C.  and  then  a  certain  grade  in  each  class,  basis  graded  in 
that  class. 

Mr.  Jacoway.  That  would  be  nine  grades? 

Senator  Dial.  Well,  the  four  top  classes  would  be  one.  I  have  it  here.  Mr.  Milford 
has  been  kind  enough  to  help  me,  and  also  Mr.  Marlowe,  of  the  Agricultural  Depart- 
ment. 

Now,  specify  as  the  class  of  the  contract  one  of  the  following  classes: 

Class  A — which  shall  include  only  middling  fair,  strict  good  middling,  good  mid- 
dling, and  strict  middling  grades: 

Class  B — which  shall  include  only  strict  middling,  middling,  strict  low  middling, 
and  good  middling  yellow  tinged  grades: 
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This  is  general  for  the  purpose,  because  these  basic  grades  are  well  known. 

Now,  when  you  buy  a  contract  you  would  know  you  get  the  cotton  of  one  of  these 
specific  classes.  You  would  limit  the  class  of  the  seller  from  10  grades  to  3  or  4  grades, 
as  mentioned  in  this  subdivision. 

Class  0  is,  which  shall  include  only  strict  low  middling,  low  middling,  strict  mid- 
dling yellow  tinged,  and  good  middling  yellow  stained  grades. 

Now,  I  say,  the  Agricultural  Department  advised  me  to  so  arrange  it.  If  I  put  it 
as  I  had  it  a  while  ago  I  would  disarrange  the  middle  grade. 

Now,  the  seller  would  be  limited,  as  I  say,  from  delivering  10  grades  to  3  or  4  grades, 
and  that  would  suit  the  exporter  and  the  miller. 

Mr.  Jacoway.  The  theory  of  your  bill  is  to  drag  all  grades  up? 

Senator  Dial.  That  is  my  theory,  to. drag  nobody  down,  but  drag  everybody  up. 

Mr.  Aswbll.  If  you  can  show  conclusively  that  it  will  pull  it  all  up,  that  will  make 
a  very  different  proposition. 

Senator  Dial.  Just  keep  your  mind  open. 

Mr.  Aswell.  My  mind  is  open.  But  you  have  a  new  proposition  every  time  you 
come  over  here. 

Senator  Dial.  If  you  have  a  better  one,  I  would  be  glad  to  accept  it.  I  am  not 
here  to  be  self-opinionated  on  the  proposition.  I  do  not  claim  to  be  an  expert.  I  am 
like  eyerybody  else  in  the  South;  we  know  these  changes  are  necessary.  We  know 
some  others  do  not  understand  them;  they  do  not  understand  the  cotton  situation. 

Mr.  Aswell.  That  is  the  crux  of  this  situation. 

Senator  Dial.  Just  wait  a  minute,  until  I  can  get  through. 

Mr.  Tincher.  Do  I  understand  the  gentleman  is  satisfied  entirely  now  with  the  law? 

Mr.  Aswell.  I  did  not  say  that.  I  do  not  know.  I  think  the  law  as  it  exists 
covered  the  same  points  he  is  describing. 

Mr.  Jacoway.  Except  the  Senator  says  that  this  law  is  not  enforcible,  and  he  can 
make  it  enforcible. 

Senator  Dial.  No;  when  you  passed  this  law  unfortunately  here  is  where  you 
made  a  mistake  in  letting  the  seller  select  the  quality.  If  you  had  prepared  section 
10  and  stopped  there  it  would  have  been  a  fine  law. 

Mr.  Aswell.  Then  why  not  cut  out  all  but  section  10? 

Senator  Dial.  I  think  that  is  a  little  too  restricted. 

Mr.  Aswell.  Senator,  you  said  we  had  a  fine  law  all  but  that;  why  not  cut  that 
out,  and  make  it  a  fine  law? 

Senator  Dial.  If  the  majority  think  that  is  practicable,  I  will  go  with  you.  But  I 
don't  think  it  is  practicable;  I  think  it  is  restricted  too  much.  I  think  it  is  practica- 
ble to  have  a  reasonable  latitude. 

Now,  let  us  get  to  these  figures,  gentlemen,  and  I  am  going  to  give  you  the  figures 
of  what  the  mills  in  the  world  use;  the  mills  in  the  world  use  21,000,000  bales  of  cotton 
a  year;  last  year  it  was  15,600,000  bales,  but  the  average  years  is  21,000,000  bales  a 
year. 

Mr.  Jacoway.  Senator,  those  figures  are  very,  very  interesting  to  me.  Where  do 
you  get  them  from? 

Senator  Dial.  From  the  Agricultural  Department,  the  Census  Department,  and 
the  Treasury  Department.  I  am  going  to  give  you  figures  that  are  not  generally 
known.  Not  that  anybody  else  could  not  have  gotten  them,  if  they  had  asked  for 
them. 

Mr.  Jacoway.  But  this  consumption  of  21,000,000  bales 

Senator  Dial  (interposing).  Yes;  everybody  knows  that,  but  these  other  figures 
that  I  am  going  to  give  you  are  figures  that  are  not  generally  known. 

Now,  here  is  what  I  am  complaining  about.  We  made  in  the  United  States  in  1919 
less  than  12,000,000  bales  of  cotton,  and  on  the  New  York  and  the  New  Orleans  ex- 
changes alone  there  were  sold  104,860,000  bales  on  contract,  and  yet  only  139,100 
bales  of  cotton  were  delivered  and  there  were  sold  304,860,000  bales  on  contract. 
That  shows  you,  gentlemen,  that  these  contracts  are  of  no  account;  were  speculation. 
They  did  not  stand  up  and  demand  delivery. 

Mr.  Aswell.  The  same  thing  happens  in  wheat. 

Senator  Dial.  But  in  wheat  you  specify  the  grades? 

Mr.  Aswell.  Yes;  but  they  sell  more  than  they  grow. 

Senator  Dial.  Yes;  but  there  is  not  so  much  latitude.  They  are  afraid  to  sell 
what  they  can't  deliver.  Now,  right  there  is  where  the  farmer  suffers  on  this  propo- 
sition.    A  man  can  sell,  because  he  need  not  deliver  what  he  agreed  to. 

Now,  in  1920,  from  August  1,  1920,  to  July  31,  1921,  the  actual  number  of  bales 
delivered  in  New  York  was  267,700;  in  New  Orleans,  106,600  bales;  yet  they  sold 
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128,907,500.  What  I  want  is  that  his  contract  be  converted  into  the  actual  cotton 
that  you  want  him  to  call  for  the  cotton.  There  is  no  reason  in  the  world  why  you  could 
not  do  that. 

Mr.  Jones.  Senator,  what  part  of  your  bill  requires  actual  delivery,  more  than  is 
required  now? 

Senator  Dial.  It  does  not,  except  under  those  portions;  if  he  demands  it,  it  must 
be  delivered. 

Mr.  Jones.  If  no  greater  percentage  is  delivered  than  you  demand,  then  how 
will 

Senator  Dial  (interposing).  If  I  know  that  I  was  going  to  get  one  of  three  grades,  I 
would  stand  up  and  demand  delivery  before  I  would  sacrifice  my  contract.  If  I 
could  only  get  one  of  10  grades,  I  would  not  demand  delivery. 

Mr.  Jones.  Would  not  your  bill  increase  action  on  the  board? 

Senator  Dial.  It  would  increase  action  on  the  board ;  it  would  increase  the  demand 
for  delivery. 

Mr.  Jones.  If  there  is  any  merit  in  your  plan  at  all,  why  do  you  not  go  ahead  and 
demand  the  actual  delivery? 

Senator  Dial.  I  think  that  is  too  limited. 

Mr.  Jones.  If  there  is  merit  in  your  plan,  why  do  you  not  demand  actual  delivery? 

Senator  Dial.  I  am  coming  down  to  that  now. 

Mr.  Jones.  If  there  is  merit  in  trading  on  the  board,  then  why  not  have  it  wide 
open? 

Senator  Dial.  I  am  coming  to  that.  I  do  not  object  to  wide-open  trading,  but  I 
do  object  to  having  a  one-sided  contract.  Now,  why  I  object,  nobody  needs  but  one 
grade  of  cotton.  These  figures  I  have  bring  me  right  to  that.  Now,  Mr.  Jacoway, 
listen  to  another  proposition.  Why  do  they  not  deliver  more?  Because  the  pur- 
chaser knew  that  he  could  not  get  what  he  wanted,  and  he  sold  out,  and  that  puts 
the  prices  down.  Is  there  any  reason  in  the  world  in  cotton  declining  $5  a  bale  in 
one  day?    We  all  know  that  intrinsically  it  does  not  decline  that  much. 

Mr.  Aswell.  Do  you  think  the  cotton  exchanges  are  responsible  for  that? 

Senator  Dial.  Yes;  I  think  so. 

Mr.  Aswell.  Tell  us  how. 

Senator  Dial.  They  use  a  lot  of  cotton  in  England;  they  have  60,000  spinners;  on 
the  Liverpool  exchange  they  sell  artificial  cotton;  they  sell  paper  cotton;  that  affects 
New  York  and  New  Orleans;  in  a  few  minutes  the  price  all  over  the  belt  is  affected 
and  spots  follow. 

Mr.  Aswell  (interposing).  What  do  you  mean  by  paper  cotton? 

Senator  Dial.  I  mean  on  contract. 

Mr.  Aswell.  If  we  did  not  have  any  exchanges  in  this  country,  they  would  do  as 
they  pleased  anyway. 

Senator  Dial.  Where? 

Mr.  Aswell.  In  Liverpool. 

Senator  Dial.  No;  I  don't  think  they  would.  You  take  that  price  there,  and  the 
prices  go  down,  for  instance — I  have  not  seen  the  paper  to-day,  but  suppose  the  price 
of  May  cotton  is  17  cents  a  pound.  Now,  that  is  a  false  pretense;  that  is  a  misnomer. 
I  do  not  want  to  be  harsh  about  it,  but  they  will  go  to  the  farmer  and  will  try  to  buy 
his  cotton,  using  said  quotations  when  the  purchaser  of  a  contract  can  not  convert  that 
into  any  particular  grade. 

Mr.  Jacoway.  I  think  your  last  illustration,  when  you  were  here  before,  was  that 
the  price  of  cotton  went  up  $5  a  bale. 

Senator  Dial.  Yes;  before  the  next  wagon  came  in. 

Mr.  Aswell.  Why  do  not  the  mills  send  their  buyers  to  the  farmers  and  buy  their 
cotton? 

Senator  Dial.  They  do ;  some  of  them. 

Mr.  Aswell.  Then  what  has  the  exchange  to  do  with  it? 

Senator  Dial.  Suppose  a  mill  needs  5,000  bales  a  month.  They  look  at  an  offer  for 
goods  and  say  it  is  all  right;  that  looks  satisfactory.  Their  buyer  contracts  for  amount 
needed.  They  then  purchase  the  actual  cotton  and  sell  out  the  contracts.  If  the 
mill  sells  goods  on  a  basis,  say,  of  18-cent  cotton  and  then  hedges  at  18  cents,  and  if 
it  buys  cotton  at  17  cents  it  has  made  a  cent  a  pound  on  its  cotton  and  lost  a  cent  a 
pound  on  its  contract. 

Mr.  Jacoway.  You  want  to  call  for  the  cotton? 

Senator  Dial.  But  Congress  is  on  the  side  of  the  bear. 

Mr.  Aswell.  Oh,  no;  Congress  is  not. 

Senator  Dial.  I  mean,  on  the  law. 

In  1920  we  made  in  the  United  States  13,340,000  bales  of  cotton,  and  there  were 
■old  on  New  York  and  New  Orleans  exchanges  alone — now  that  is  outside  of  Paris 
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and  Bremen  and  other  places  where  they  have  exchanges  and  are  trying  to  put  the 
prices  down — on  the  New  York  and  New  Orleans  exchanges  alone  in  1920  they  sold 
128,907,500  bales  of  cotton. 

Mr.  Jacoway.  That  was  gambling  contracts. 

Senator  Dial.  Let  us  not  say  gambling  contracts.  Here  are  the  figures  on  page  5 
of  my  speech.  We  made  in  the  United  States,  in  1920,  13,340,000  bales  of  cotton,  and 
there  were  sold  on  the  New  York  and  New  Orleans  exchanges  128,907,500  bales  of 
contract  cotton. 

Mr.  Jacoway.  Senator,  would  you  permit  a  question? 

Senator  Dial.  Certainly. 

Mr.  Jacoway.  Where  did  you  get  those  figures? 

Senator  Dial.  From  the  Treasury  Department. 

Mr.  Jacoway.  Where  did  they  get  them? 

Senator  Dial.  On  the  taxes  that  were  paid  on  the  contracts. 

Mr.  Jacoway.  Then  this  is  the  first  time  that  these  facts  have  been  ascertainable? 

Senator  Dial.  The  first  time  that  I  know  of.  I  asked  for  them.  They  did  not  put 
any  restrictions  on  them.  Anybody  could  have  gotten  them,  I  think.  I  don't  think 
anvbody  else  thought  of  it.     But  anybody  else  could  have  gotten  them. 

The  idea  of  selling  104,000,000  bales  of  cotton,  and  128,000,000  another  year,  when 
y^e  were  making  only  12,000,000  or  13,000,000  bales. 

Mr.  Kincheloe.  You  give  the  exact  number  of  bales  that  were  delivered  just  fol- 
lowing that? 

Senator  Dial.  Yes;  from  August  1,  1920,  to  July  31,  1921,  the  actual  number  of 
oales  delivered  in  New  York  was  267,700;  in  New  Orleans,  106,600  bales. 

The  Chairman.  Senator,  is  not  the  question  one  that  concerns  the  buyer  and  the 
seller — the  terms  of  the  contract;  is  not  that  the  whole  thing  in  this  question? 

Senator  Dial.  How  is  that? 

The  Chairman.  Are  not  the  terms  of  the  contract  a  thing  that  concerns  the  buyer 
and  the  seller;  is  not  that  just  the  entire  terms  of  the  agreement,  what  one  agrees  to 
sell,  and  one  buys;  under  section  10  is  a  guarantee  to  the  buyer  and  to  the  seller? 
And  section  5  is  unfair.  And  we  have  been  told  that  it  is  necessary  to  have  it  on  an 
unfair  and  unjust  contract  in  order  to  promote  speculation. 

Senator  Dial.  I  think  you  go  too  far.  I  do  not  care  anything  about  the  people 
who  buy  these  contracts,  That  is  a  question  between  him  and  the  exchanges.  He 
goes  along  with  his  eyes  open.  I  am  not  concerned  whether  he  gets  10  cents,  or  15 
cents,  or  20  cents  a  pound,  but  if  you  can  get  that  away  from  that  unjust  contract — 
I  want  to  separate  the  effect  of  this  on  spot  cotton. 

The  Chairman.  But  as  to  the  buyer  and  seller,  you  are  interested  in  the  terms 
of  the  contract? 

Senator  Dial.  As  to  the  buyer  and  seller.     I  am  not  much  concerned  about  them. 

The  Chairman.  The  terms  of  the  contract  is  involved  in  the  question. 

Senator  Dial.  The  man  who  raises  these  bales  of  cotton,  I  am  trying  to  show  my 
concern  for  him. 

The  Chairman.  But  the  contract.  The  difficulty  is  they  need  not  deliver  what 
they  sell? 

Senator  Dial.  Yes;  the  law  says  they  can  sell  milk  and  deliver  buttermilk. 

The  Chairman.  But  the  contention  is  that  speculation  is  necessary  and  in  order 
to  make  speculation  possible  the  exchanges  are  necessary. 

Senator  Dial.  I  am  not  much  of  a  gambler,  but  if  you  have  one  fellow  mark  all 
the  cards,  I  think  you  had  better  not  play. 

The  Chairman.  But  if  you  make  any  one  grade  tenderable  on  a  contract 

Senator  Dial  (interposing).  I  will  come  to  that. 

The  Chairman.  Then  there  would  be  no  advantage  to  the  speculator. 

Senator  Dial  I  do  not  believe  in  letting  him  mark  all  the  dice.  Every  card  in 
the  pack  is  marked  against  the  grower. 

The  Chairman.  Your  proposition  is  to  give  the  buyer  and  seller  50  per  cent  pro- 
tection. In  one  section  of  the  law  it  gives  advantage  to  one  and  very  little  to  the 
Dther,  except  as  to  quantity. 

Senator  Dial.  My  proposition  before  was  50-50,  but  the  trouble  with  that  is  if 
you  let  the  buyer  select  half  the  quantity,  he  would  select  half  of  what  he  needed, 
and  would  have  to  take  half  he  did  not  need. 

The  Chairman.  Yes;  under  the  contract.  That  gives  the  buyer  the  protection 
to  the  extent  of  50  per  cent.  If  we  assure  him  he  could  get  50  per  cent  of  what  he 
bargained  for,  would  it  not  be  better0 

Senator  Dial.  We  would  help  him  under  the  present  situation.  But  my  col- 
leagues in  the  Senate  said  it  was  not  necessary  to  let  liim  get  half  of  what  ho  wan  tod. 
to  force  him  to  take  half  that  he  did  not  want  and  which  he  could  not  use. 
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The  Chairman.  Under  the  present  law  he  has  no  absolute  guaranty  of  getting 
what  he  wants. 

Senator  Dial.  Xo,  sir;  none  at  all. 

Now,  let  me  give  you  these  figures.  The  mills  of  the  world  used  21,000,000  bales 
annually.  There  were  sold  128,000,000  bales  in  1920.  Suppose  every  mill  in  the 
world  supplied  its  wants,  and  got  its  cotton,  and  then  suppose  they  retired  from 
the  cotton  market.  Who  then  bought  the  balance  of  these  107,000,000  bales  of 
cotton? 

The  Chairman.  The  spinner  would  buy  that  if  he  needed  it. 

Senator  Dial.  He  has  bought  it,  according  to  my  proposition.  He  is  supposed 
to  have  bought  what  he  needed.  And  then  under  the  law  they  go  and  sell  107,000,000 
bales  more. 

Mr.  Aswell.  Do  you  think  the  spinners  have  already  bought  what  they  want? 

Senator  Dial.  No;  but  there  is  no  place  else  to  go.  Even  the  speculator  has  to 
go  through  the  process.  There  is  no  place  else  to  go  but  to  the  spinner.  Now,  who 
is  going  to  buy  after  the  spinner  has  bought  his  quantity — who  is  going  to  buy  the 
balance  of  that  107,000,000  bales?  It  will  be  said  the  speculator  will  buy  it.  Let  us 
see.  Will  he  buy?  Yes;  I  think  possibly  he  would,  and  I  do  not  want  to  restrict 
him,  but  it  has  to  be  under  a  fair  law.  But  do  you  suppose  the  speculator  will  buy 
at  a  reasonable  price — pay  a  reasonable  price  for  it — when  he  knows  the  other  fellow 
has  a  right  to  deliver  any  one  of  10  grades?  Would  he  not  buy  only  at  a  depreciated 
price?  And  then  he  takes  his  chances  to  sell  it  to  some  one  else.  I  want  equality 
in  the  contract.  Let  them  go  on  and  gamble.  But  you  would  not  buy  anything  of 
value  you  did  not  need.  This  contract  price  fixes  the  price  of  spot  cotton.  And 
after  the  mills  retire,  then  they  go  on  and  offer  more  for  sale.  And  don't  you  see 
every  day  that  the  price  goes  down  in  sympathy? 

Mr.  Jones.  Senator,  you  claim  that  107,000,000  bales  that  is  sold  is  too  much? 

Senator  Dial.  Yes,  sir. 

Mr.  Jones.  You  would  permit  some  of  it  to  be  sold? 

Senator  Dial.  I  don't  care  how  much  you  sell  if  you  have  a  fair  law. 

Mr.  Jones.  Here  is  what  I  am  getting  at:  If  it  is  a  bad  thing  to  permit  the  tender 
of  other  grades  than  they  put  on  the  market,  why  would  it  not  be  a  better  thing  to 
cut  the  speculator  out  and  say  they  must  tender  exactly  what  they  sell?  As  the  chair- 
man said,  it  is  as  good  for  one  as  for  the  other.  When  you  admit  there  is  a  sore  here 
you  are  going  to  cut  out  only  half  of  the  sore. 

Senator  Dial.  No;  there  is  a  bill  in  the  Senate  now;  I  do  not  know  whether  you 
are  going  to 

Mr.  Jones  (interposing).  If  you  are  going  to  permit  trading  at  all,  would  it  not  be 
better  as  it  is  and  permit  unlimited  trading? 

Senator  Dial.  No;  amend  the  law  and  let  them  trade  to  their  hearts'  content. 

Mr.  Jones.  And  if  it  is  bad,  why  do  you  go  halfway  with  it? 

Senator  Dial.  I  do  not  go  halfway.  I  do  not  care  how  much  they  sell  if  you  have 
an  equitable  contract. 

Mr.  Jones.  A  man  can,  if  he  wants  to,  enter  into  a  definite  contract,  and  can  enter 
into  a  contract  for  a  specific  thing  now. 

Senator  Dial.  Where? 

Mr.  Jones.  Can  he  not  be  permitted  to  say  that  he  wants  to  buy  a  certain  grade  of 
cotton 

Senator  Dial  (interposing).  You  can  if  you  can  get  anyone  to  contract.  I  went 
over  to  the  Agricultural  Department  in  1920  and  had  conferences  with  them 

Mr.  Jones  (interposing).  You  can  not  make  a  man  buy  anything. 

Senator  Dial.  No. 

Mr.  Jones.  So  anyone  that  wants  to  buy  a  certain  grade  of  cotton  can  go  and  buy, 
and  his  contract  will  be  delivered  to  the  letter? 

Senator  Dial.  Yes;  if  he  makes  such  a  contract. 

Mr.  Jones.  And  a  man  can  sell  exactly  what  he  has? 

Senator  Dial.  Certainly. 

Mr.  Jones.  Now,  you  have  that  right  now  under  the  law.  Now,  if  you  are  going 
to  have  another  system,  and  you  conceded  the  beneficial  effects  of  the  system  that 
permits  trading  where  there  is  some  degree  of  liberality  about  the  delivery,  why  do 
you  want  to  put  it  a  halfway  proposition?  If  you  are  going  to  let  a  man  deliver 
something  that  he  does  not  contract  for,  and  encourages  trading  of  that  character, 
why  not  permit  unlimited  trading? 

Senator  Dial.  No;  I  do  not  limit  at  all  anything  that  he  does  not  sell. 

Mr.  Jones.  In  other  words,  a  wide-open  law  is  the  best  law  if  you  are  goins:  to  permit 
it? 

Senator  Dial.  Under  a  rieht  law — a  50-50  law,  an  even  law. 
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Mr.  Jones.  What  is  the  merit  of  a  50-50  law? 

Senator  Dial.  I  mean  a  law  where  each  party  has  equal  rights. 

Mr.  Jones.  There  is  no  man's  hands  tied.     He  does  not  have  to  go  on  the  exchange. 

Senator  Dial.  But  when  he  does  go — they  went  104,000,000  strong  in  1920. 

Mr.  Jones.  Senator,  do  you  think  the  producer  is  helped  at  all  by  the  operation  of 
the  exchanges? 

Senator  Dl\l.  No;  not  under  the  present  operation.     He  is  ruined  in  the  exchanges. 

Mr.  Jones.  Do  you  think  the  law  making  cotton  a  liquid  commodity  is  a  good 
thing? 

Senator  Dial.  Under  a  good  law. 

Mr.  Jones.  You  said  a  50-50  law. 

Senator  Dial.  Under  an  equitable  law. 

Mr.  Jones.  Senator,  do  you  not  think,  if  you  have  an  exchange  law  at  all,  it  should 
be  a  broad  liquid  market? 

Senator  Dial.  I  think  so. 

Mr.  Jones.  And  do  you  not  think  it  would  be  a  better  and  broader  exchange  now 
than  under  the  50-50  law? 

Senator  Dial.  You  mean  my  50-50  proposition  back  yonder? 

Mr.  Jones.  Yes. 

Senator  Dial.  I  think  this  does  not  restrict  it  at  all  and  makes  it  equitable  and 
broad,  that  was  an  improvement  over  the  present  law,  but  I'm  proposing  a  better 
amendment  now. 

Mr.  Aswell.  May  I  interrupt  you,  Senator? 

Senator  Dial.  Oh,  certainly. 

Mr.  Aswell.  The  chairman  of  this  committee  wrote  a  letter  to  the  department  for 
a  report  on  your  bill. 

Senator  Dial.  Yes. 

Mr.  Aswell.  And  the  chairman  has  a  reply  which  was  written  to  Senator  Norris, 
chairman  of  the  Senate  committee,  on  this  same  bill,  and  I  would  like  to  have  that 
read  now. 

Senator  Dial.  Oh,  certainly.     But  I  would  like  to  go  a  little  further. 

Mr.  Aswell.  I  would  like  to  ask,  Mr.  Chairman,  that  this  reply  may  be  read.  It 
is  a  reply  to  Senator  Norris,  of  the  Senate  committee,  on  a  similar  bill.  I  want  to  ask 
unanimous  consent  to  have  this  read. 

Mr.  Tincher.  Unless  the  Senator  wants  it  read,  I  do  not  think  it  ought  to  be  read. 

Mr.  Aswell.  I  thought  it  would  be  worth  while  to  have  it  read  now  so  the  Senator 
may  have  a  chance  to  say  anything  about  it  he  cares  to. 

The  Chairman.  Would  you  like  to  have  it  read,  Senator? 

Senator  Dial.  Yes;  certainly. 

The  Chairman.  The  clerk  may  read  the  letter. 

The  Clerk.  We  have  not  yet  received  a  reply  to  our  letter  to  the  department,  but 
this  is  a  copy  of  a  letter  written  to  Senator  Norris  on  the  same  bill  last  year. 

Senator  Dial.  Who  is  it  signed  by? 

The  Clerk.  By  Henry  C.  Wallace,  Secretary. 

The  Chairman.  The  clerk  may  read  the  letter. 

(The  clerk  thereupon  read  the  letter  referred  to,  as  follows:) 

June  6,  1921. 
Hon.  G.  W.  Norris, 

Chairman  Committee  on  Agriculture  and  Forestry, 

United  States  Senate. 

Dear  Senator  Norris:  Reference  is  made  to  your  letter  of  April  28,  1921.  with 
which  you  transmitted  a  copy  of  bill  S.  385,  entitled  "A  bill  to  amend  section  5  of 
the  United  States  cotton  futures  act,  approved  August  11,  1916,  as  amended." 

As  the  questions  involved  are  highly  technical  and  as  the  duties  connected  with 
the  administration  of  the  United  States  cotton  futures  act  have  been  performed  in 
the  Bureau  of  Markets  of  this  department,  I  referred  the  bill  to  that  bureau  for  analysis 
and  comment,  and  the  following  represents  the  consensus  of  opinion  of  the  experts 
in  that  bureau  who  have  been  connected  with  the  enforcement  of  the  United  States 
cotton  futures  act. 

Under  the  proposed  amendment,  the  buyer  of  a  future  contract,  if  delivery  is  not 
tendered  in  the  basic  grade  (middling),  has  the  apparent  right  to  demand  that  one- 
fourth  of  the  contract  shall  be  delivered  in  each  of  the  two  grades  to  be  specified  by 
him,  and  the  other  half  of  the  contract  may  be  delivered  in  equal  parts  of  two  grades 
specified  by  the  seller.  In  other  words,  unless  the  seller  be  prepared  to  make  com- 
plete delivery  in  the  single  grade  of  middling,  he  may  be  required  to  deliver  in  four 
grades,  two  specified  by  the'buyer  and  two  by  the  seller,  in  quantities  of  25  bales  of 
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each  grade.  The  contracts  entered  into  on  the  New  York  Cotton  Exchange  and  the 
New  Orleans  Cotton  Exchange  call  for  a  total  of  100  bales  each.  The  same  relative 
proportions  would  govern  in  the  case  of  another  future  exchange  whicn  provides 
contracts  calling  for  10  bales  each. 

Unless  the  snipper  of  cotton  has  had  his  cotton  classified  and  certificated  by  the 
board  of  cotton  examiners  at  New  York  or  New  Orleans  and  has  ascertained  that  he 
has  a  sufficient  number  of  bales  of  middling  cotton  to  make  delivery  entirely  within 
that  grade,  he  can  not  know  in  advance  what  grades  he  will  be  required  to  deliver  to 
the  buyer  to  make  up  half  of  the  quantity  called  for  by  his  contract.  In  order  that  a 
contract  may  serve  its  function  as  a  hedge,  it  is  necessary  that  the  seller  be  able  to 
deliver  the  grades  of  cotton  that  he  actually  has  within  the  limits  of  tenderability 
permitted  by  section  5  of  the  United  States  cotton  futures  act.  Obviously  it  would 
be  easy  for  the  buyer  to  specify  two  grades  that  the  seller  would  not  be  able  to  deliver 
out  of  his  own  stock  of  cotton.  The  hardship  thus  imposed  upon  a  southern  shipper 
becomes  quite  apparent  in  a  case  where  he  has  sold  a  contract  calling  for  100  bales  of 
cotton  which  he  has  in  his  possession  but  which  all  grade,  say,  middling  and  the  next 
grade  below,  strict  low  middling.  lie  would  not  be  able  to  make  delivery  in  the  one 
grade,  middling,  and  the  buver  would  have  his  choice  of  the  eight  grades  other  than 
middling  and  strict  low  middling,  which  he  could  specify  and  which  the  seller  would 
not  have. 

The  possibilities  of  the  situation  are  worked  out  in  detail  in  a  memorandum  and 
accompanying  tables  prepared  in  the  Bureau  of  Markets,  copies  of  which  are  attached 
for  your  information. 

In  view  of  the  effect  of  the  bill  as  above  indicated,  the  department  does  not  recom- 
mend its  enactment. 

Very  truly,  yours, 

Henry  C.  Wallace, 

Secretary. 

Senator  Dial.  That  is  all  right.  Mr.  Chairman.  I  talked  to  Secretary  Wallace 
about  this  matter  last  year.  I  am  not  surprised  at  this  letter.  I  took  this  matter 
up  in  1920  with  the  department. 

The  Chairman.  Evidently  whoever  wrote  this  letter  assumes  that  the  cotton 
grower  who  sells  for  future  delivery  sells  direct. 

Senator  Dial.  Very  little  of  that  is  done.  The  seller  has  30  days  in  which  to  go 
out  and  get  it.  They  do  not  have  it  on  hand  at  the  exchanges.  They  do  not  have 
that  much  on  hand. 

I  took  this  matter  up  with  the  Agricultural  Department  in  1920. 

The  Chairman.  The  growers  hardly  ever  sell  futures. 

Mr.  Thomas  Barrett,  Augusta,  Ga.  They  do  through  the  exchanges. 

The  Chairman.  Do  they  operate  on  the  exchanges? 

Mr.  Barrett.  Quite  often  a  grower  has  quite  a  quantity,  and  he  employs  us  to 
hedge  for  him. 

The  Chairman.  You  say  he  employs  you  to  hedge  his  cotton? 

Mr.  Barrett.  Yes,  sir. 

The  Chairman.  And  he  may  take  a  loss? 

Mr.  Barrett.  He  may  take  a  loss. 

Senator  Dial.  The  people  I  am  talking  about  are  the  one-horse  growers. 

The  Chairman.  To  what  extent  is  that  being  done? 

Mr.  Barrett.  It  has  been  done  to  a  considerable  extent.  The  small  grower  does 
not  do  it  as  a  rule.  But  the  large  grower  consigns  to  us,  and  we  represent  the  farmer 
and  finance  him,  and  advance  money  to  him  on  his  cotton  and  market  his  cotton  for 
him.  That  is  part  of  the  contract,  that  we  should  sell  it  in  that  way,  if  we  advance 
him  money  on  it.  We  do  a  cotton  brokerage  business.  And  we  watch  the  market, 
and  he  employs  us  to  market  it  for  him  in  order  to  avoid  losing  money  on  it. 

The  Chairman.  Is  he  a  farmer  or  a  speculator? 

Mr.  Barrett.  There  are  many  farmers  that  are  speculators.  The  Senator  is  fa- 
miliar with  those  transactions. 

Senator  Dial.  Yes. 

The  Chairman.  The  percentage  is  what? 

Mr.  Barrett.  The  percentage  varies.  But  the  percentage  in  past  years  has  been 
quite  large.     May  I  say  just  one  word? 

The  Chairman.  Certainly. 

Mr.  Barrett.  This  present  law.  known  as  the  Smith-Lever  bill,  was  the  creature 
of  great  thought  and  consideration  by  not  only  the  cotton  trade  and  the  producers 
but  the  people  in  Washington,  and  their  reason  for  restricting  it  to  the  delivery  of 
10  grades  on  contract  was  to  protect  the  farmer.     I  spent  weeks  in  Washington,  with 
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Senator  Smith  and  Mr.  I/ever  in  the  formation  of  that  bill  and  they  both  insisted  upon 
the  protection  of  the  grower,  and  they  concluded  if  they  narrowed  those  grades  or 
reduced  the  number  of  grades  below  10,  that  they  would  destroy  the  function  of  the 
exchanges.  Now,  that  was  the  reason  given  for  that.  I  am  afraid — I  hesitate  to 
differ  with  the  Senator — I  have  such  great  respect  for  his  judgment,  and  I  am  a  warm 
personal  friend 

Senator  Dial.  Thank  you. 

Mr.  Barrett.  I  know  he  thinks  this  is  going  to  help  the  producer,  but  it  will  not. 
It  would  hurt  the  producer.  You  will  put  him,  as  Secretary  Wallace  says,  where  it 
makes  it  impossible  to  protect  himself. 

The  Chairman.  I  want  to  ask  just  one  question.  We  put  in  days  and  nights  on  this 
legislation.  The  excuse  given  for  the  unfair  contract  was  to  encourage  speculation, 
and  make  speculation  possible. 

Mr.  Barrett.  It  gives  him  this  protection:  That  the  10  grades,  if  he  could  not  sell, 
he  could  find  a  ready  market  for  it. 

The  Chairman.  Suppose  I  make  a  contract  for  10  mules,  and  some  one  comes  along 
and  tenders  mules  I  can  not  use? 

Mr.  Barrett.  If  the  law  is  such  that  you  can  retender  those  mules,  you  can  get 
something  better  for  them. 

Mr.  Jacoway.  I  want  to  ask  one  question  of  Mr.  Barrett. 

Mr.  Barrett.  Yes. 

Mr.  Jacoway.  You  have  observed  the  operation  of  the  present  law? 

Mr.  Barrett.  I  have. 

Mr.  Jacoway.  Where  the  tenderable  grades  are  limited  to  10? 

Mr.  Barrett.  I  have. 

Mr.  Jacoway.  I  would  like  to  ask  you  to  state  to  the  committee  whether,  in  your 
judgment,  that  bill  has  inured  to  the  benefit  of  the  men  that  produce  the  cotton,  or 
not? 

Mr.  Barrett.  I  think  it  has,  and  I  will  give  you  my  reasons  for  it.  Middlings 
cotton,  prior  to  the  act,  sold  as  the  standard,  and  we  could  not  deliver  dog  tail.  Now, 
the  grades  have  been  restricted  to  10,  and  ever  since  that  middlings  cotton  is  the  stand- 
ard. In  other  words,  you  can  buy  now  in  the  city  of  New  York,  or  Atlanta,  or  at 
points  in  Texas,  100  pounds  below  the  type,  and  get  adjustment. 

Mr.  Jacoway.  I  do  not  want  to  be  impertinent,  but  I  want  to  ask  this  question: 
If  the  grades  were  reduced  below  10,  could  you  engage  in  business,  as  a  business  man, 
and  could  you  finance  your  deals?     I  am  not  talking  about  you  personally  now. 

Mr.  Barrett.  I  am  not  saying  that  the  business  could  not  be  financed,  but  I  say  it 
would  destroy  the  cotton  exchanges,  which  are  necessary  for  the  business.  Our 
firm  would  have  to  go  out  of  business  if  we  did  not  have  the  protection. 

The  Chairman.  I  understood  you  to  say  they  are  restricted  to  10  grades  deliverable 
on  a  contract. 

Mr.  Barrett.  Yes,  sir. 

The  Chairman.  Tenderable  on  a  contract. 

Mr.  Barrett.  Yes,  sir. 

The  Chairman.  Now,  the  question  is,  if  you  restrict  that  to  three  or  four  grades 

Mr.  Barrett  (interposing).  The  danger  of  that  is  that  it  would  eliminate  the  cotton 


It  would  put  them  out  of  business,  for  the  reason  that  they  would  not  be 
able  to  do  business  with  more  than  one  grade. 

The  Chairman.  It  has  not  eliminated  the  wheat  exchanges. 

Mr.  Barrett.  Because,  Mr.  Chairman,  wheat  does  not  differ  in  grade  like  cotton. 

The  Chairman.  It  differs  more. 

Mr.  Barrett.  We  have  25  or  30  different  grades  of  cotton. 

Mr.  Sinclair.  And  we  have  96  grades  in  wheat. 

Senator  Dial.  I  would  be  very  glad  indeed  to  have  you  hear  Mr.  Barrett- 
Mr.  Barrett.  I  beg  pardon,  Mr.  Senator. 

Senator  Dial.  That  is  all  right,  Mr.  Barrett.  I  would  be  very  glad  to  have  you  hear 
him,  but  I  have  the  first  case  that  is  on  the  calendar  in  the  Senate  to-day.  *  This  is 
calendar  day.     I  have  great  confidence  in  his  judgment. 

Now,  as  for  that  letter  of  the  Secretary,  the  seller  is  given  30  days  to  go  out  and  get 
the  cotton.  He  does  not  have  it,  and  is  not  intended  to  have  it  on  hand.  It  has 
reference  to  my  other  proposition  of  50-50.  The  reason  I  introduced  that.  I  knew  it 
was  better  than  the  present  law.  Since  then  great  interest  has  been  aroused  over 
there,  and  we  are  going  to  correct  this  cotton  law,  I  think,  on  the  other  side  of  the 
Capitol. 

Now,  furthermore,  without  violating  any  confidnece  with  the  Secretary  of  Agri- 
culture or  the  Agricultural  Department,  I  took  this  up  with  the  Agricultural  Depart- 
ment in  1920,  and  while  I  did  not  know  much  about  it — although  1  was  a  cotton  raiser, 
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and  had  grown  cotton — I  knew  about  it  in  a  general  way,  but  I  and  our  people  did  not 
know  about  it  in  a  particular  way.  The  Agricultural  Department  very  kindly  took  the 
matter  up  with  me  and  discussed  it,  and  they  admitted  that  the  present  law  does  not 
function  fairly  and  justly. 

Mr.  Jacoway.  Senator,  right  there,  two  or  three  questions. 

The  Chairman.  Do  you  say  the  department  contends  that  the  present  law  does  not 
function? 

Senator  Dial.  I  say,  not  fairly  to  the  grower. 

Mr.  Jacoway.  The  object  of  your  bill  is  to  amend  section  5 — not  trying  to  restrict 
the  number  of  grades  but  on  classifying  them? 

Senator  Dial.  Yes. 

Mr.  Jacoway.  Subdivision  4. 

Senator  Dial.  Mr.  Milford  will  take  that  up.    I  have  got  to  run  now;  that  is  a  detail . 

Mr.  Jacoway.  Just  a  question  or  two,  and  then  I  am  through.  You  are  familia^ 
with  section  10? 

Senator  Dial.  Yes. 

Mr.  Jacoway.  If  you  amend  section  4,  then  in  order  to  make  the  law  as  it  now  stands 
consistent  with  your  bill,  will  you  not  have  to  amend  section  10? 

Senator  Dial.  Now,  we  have  that  worked  out. 

Mr.  Jacoway.  Here  in  the  third  subdivision  of  section  10  is  this  provision  [reading] : 
"Third.  Provide  that  cotton  of  or  within  the  grade  or  of  the  type,  or  according  to 
the  sample  or  description  specified  in  the  contract  shall  be  delivered  thereunder" — 
that  is  your  bill? 

Senator  Dial.  Yes. 

Mr.  Jacoway  (continuing  reading):  "And  that  no  cotton  which  does  not  conform 
to  the  type,  sample,  or  description  or  which  is  not  of  or  within  the  grade  specified  in 
the  contract  shall  be  tendered  or  delivered  thereunder. ' ' 

Senator  Dial.  Yes. 

Mr.  Jacoway  (reading):  "Fourth.  Provide  that  the  delivery  of  cotton  under  the 
contract  shall  not  be  effected  by  means  of  'set-off 'or  'ring '  settlement,  but  only  by  the 
actual  transfer  of  the  specified  cotton  mentioned  in  the  contract." 

Senator  Dial.  Yes. 

Mr.  Jacoway.  No;  it  goes  ahead  further  [reading]: 

"The  provisions  of  the  first,  third,  and  fourth  subdivisions  of  this  section  shall  be 
deemed  fully  incorporated  into  any  such  contract  if  there  be  written  or  printed  thereon, 
or  on  the  document  or  memorandum  evidencing  the  same,  at  or  prior  to  the  time  the 
same  is  entered  into,  the  words  'subject  to  United  States  cotton  futures  act,  section 
10.'" 

Now,  the  question  upon  these  sections  which  I  have  read,  and  on  those  and  the 
other  sections,  and  section  10,  in  a  sense,  are  they  not  analogous  and  on  all  fours  with 
your  provisions  here? 

Senator  Dial.  It  does  not  go  far  enough.  I  will  have  it  printed,  and  then  I  will 
send  a  copy  of  it  over  to  you. 

Mr.  Jacoway.  I  am  asking  you  now. 

Senator  Dial.  Mr.  Milford  has  worked  that  out.  I  have  it  typewritten,  and  I  will 
have  it  printed  and  send  it  over.  I  have  been  sick,  and  I  have  not  been  at  the  office 
for  a  week,  but  Mr.  Milford  and  my  secretary  have  attended  to  it. 

Now,  Mr.  Chairman  and  gentlemen,  here  is  the  way  this  thing  works.  You  see, 
here  is  the  provision  about  this  seller  contract.  There  is  no  blue  sky  law  about  it. 
Suppose  parties  organize  to  sell  an  unlimited  amount  of  bank  stock  and  keep  on 
putting  it  down. 

Mr.  Jacoway.  Every  seller  has  to  have  a  buyer. 

Senator  Dial.  You  would  have  to  put  it  so  low  that  it  will  be  attractive  to  him. 
Then  every  man  that  had  a  share  of  that  stock  would  come  to  these  people  to  buy,  and 
it  would  go  down.  Now  this  thing  goes  on,  and  these  gentlemen  sell  cotton  that  way 
and  you  call  on  them  to  deliver,  they  deliver  you  another  grade. 

Now,  Mr.  Chairman,  I  am  very  much  obliged  to  you.  This  is  not  only  a  southern 
proposition,  but  it  is  a  national  proposition.  By  reason  of  these  exchanges  that  sell 
this  cotton,  they  sell  in  that  way,  and  that  affects  the  price  of  cotton  on  the  farm. 
And  this  method  of  selling  deprives  the  South  of  that  much  wealth.  That  wealth 
is  gone  out  of  our  country.  And  I  say,  Mr.  Chairman,  with  the  boll-weevil  condition, 
and  these  other  conditions,  I  do  not  see  how  we  will  exist  in  planting  cotton. 

Mr.  Kincheloe.  I  agree  with  you;  I  do  not  think  anybody  needs  protection  more 
than  the  cotton  grower,  because  it  is  a  one-crop  farming. 

Senator  Dial.  That  is  it,  exactly. 

Mr.  Kincheloe.  But  I  do  not  know  much  about  it,  and  no  man  on  this  committee 
knows  much  about  it,  unless  he  comes  from  a  cotton  State.    If  you  ask  me  about 
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tobacco,  I  will  know  about  that,  because  we  grow  tobacco  in  my  section.  But  why 
is  it — and  I  am  asking  for  information — when  you  talk  with  members  of  Congress, 
both  in  the  Senate  and  in  the  House,  and  ask  them  whether  the  exchanges  should  be 
limited  to  10  grades  of  cotton,  more  or  less,  my  experience  is  that  you  can  not  get  the 
same  answer  from  any  two  of  them.  I  wondered  whether  it  is  not  possible  for  you 
men  to  get  around  a  table  somewhere  and  get  up  something  and  agree  to  it. 

Mr.  Jacoway.  There  is  a  committee  for  that  purpose  now. 

Mr.  Kincheloe.  Yes;  and  I  understand  when  they  met  and  talked  the  matter 
over  that  they  had  one  of  the  worst  scraps  that  has  ever  been  in  Washington. 

Senator  Dial.  This  is  worth  more  than  all  the  remedial  legislation  that  has  been 
proposed  for  the  South.  The  trouble  is  that  these  men  do  not  study  it  out,  they  do 
not  understand  the  injurious  situation  fully. 

Mr.  Kincheloe.  Is  it  not  feasible  for  you  to  call  the  Members  together  who  are 
interested,  and  get  behind  something? 

Senator  Dial.  I  have  the  Senate  pretty  well  behind  it  now. 

Mr.  Aswell.  Senator,  suppose  you  abolish  the  exchanges  in  the  United  States, 
would  they  not  open  up  in  Cuba  and  Canada? 

Senator  Dial.  I  do  not  know  about  that.  I  am  trying  to  cut  up  the  10  grades  in 
proper  contracts.     I  would  not  care  if  there  were  12  grades. 

The  Chairman.  Is  there  any  possibility  of  your  getting  together  behind  a  bill — 
I  mean  in  the  Senate  and  the  House — those  who  are  interested  in  cotton? 

Senator  Dial.  I  can  not  speak  for  the  Congressmen;  I  think  I  can  for  the  Senate. 
I  did  not  press  this  before  the  Senate  committee;  I  am  urging  my  substitute.  My 
friend  here  chides  me  a  little  for  the  50-50  proposition. 

Mr.  Aswell.  I  do  not  chide  you  at  all.     You  come  over  here  with  your  propositions. 

Senator  Dial.  I  said  this  is 

Mr.  Aswell  (interposing).  Do  you  think  this  is  the  best  you  can  get  up? 

Senator  Dial.  I  think  so.     I  mean  my  substitute  of  three  classes. 

Mr.  Jacoway.  Just  one  more  question,  and  then  I  know  I  am  through.  This  was 
suggested  by  Dr.  Aswell's  question.  Do  you  know  of  any  law  that  the  Federal  Con- 
gress can  pass  and  that  will  compel  the  foreign  exchanges  to  operate  under  this  bill? 

Senator  Dial.  I  don't  know  now. 

Mr.  Chairman,  I  must  go  now,  because  I  am  in  hurry  to  get  to  the  Senate. 

Mr.  Sid  N.  West,  of  Little  Rock,  Ark.  I  want  to  make  just  a  remark,  Mr.  Chairman. 
I  am  not  interested  in  a  cotton  exchange.  Will  you  tell  me  why  you  do  not  operate 
under  section  10?     That  gives  you  exactly  what  you  want;  why  don't  you  try  that? 

Senator  Dial.  Exchange  members  will  not  trade  under  section  10. 

Mr.  West.  They  would  not  operate  under  the  other  provision.  It  is  already  pro- 
vided in  the  Smith-Lever  bill,  and  they  can  operate  under  the  old  fixed  differences. 

Senator  Dial.  They  can  not  do  it  now. 

Mr.  Jacoway.  With  commercial  differences? 

Senator  Dial.  I  do  not  want  that 

Mr.  West  (interposing).  The  fact  that  they  won't  operate  under  section  10,  which 
gives  the  Senator  what  he  wants,  shows  they  would  not  operate  under  this. 

Senator  Dial.  Then  we  would  not  operate  at  all. 

Mr.  Tincher.  We  have  had  exchanges  come  before  this  committee  and  say  that  if 
we  passed  certain  regulatory  measures  they  would  have  to  go  out  of  business. 

Mr.  West.  I  am  not  a  member  of  any  exchange. 

Mr.  Tincher.  What  is  your  business;  you  say  you  are  not  a  member  of  any 
exchange. 

Mr.  West.  Cotton  exporter,  mostly. 

Mr.  Evans,  of  Houston,  Tex.  Mr.  Chairman,  I  am  also  a  cotton  merchant  and 
exporter,  and  not  financially  interested  in  an  exchange.  I  want  to  ask  a  question. 
Senator,  do  you  believe  that  if  your  law  was  passed  and  you  went  a  little  further  and 
restricted  these  deliveries  to  one  specific  grade  of  cotton  there  is  any  spinner  that 
would  buy  100  bales  on  the  exchanges? 

Senator  Dial.  Yes. 

Mr.  Evans.  I  tell  you  why  he  would  not  buy  one  bale  on  an  exchange.  Because 
there  isn't  any  man  that  buys  so  many  middlings.  He  buys  so  much  staple  cotton. 
And  if  your  law  went  into  effect  and  you  required  him  to  deliver  100  bales  strict 
middlings,  then  you  select  for  him,  and  he  would  not  buy  a  bale  on  ati  exchange. 
They  want  that  staple  from  the  belt  they  select. 

Senator  Dial.  There  is  a  good  latitude,  you  know.     I  ninst  go  now.  Mr.  I  hairman. 

The  Chairman.  We  thank  you  Very  much.  Senator. 

Mr.  Aswell.  May  I  ask  a  question  for  information  on  this  subject.  1  would  like 
to  know  and  inquire  how  many  grades  of  wheat  are  graded  on  in  the  wheat  market. 

The  Chairman.  1  think  live  grades. 
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Mr.  Jacoway.  Under  the  Steenerson  bill  there  are  eight  grades 

The  Chairman.  That  are  classified. 

Mr.  As  well.  I  notice  some  grades  put  on  at  the  request  of  the  wheat  growers. 

Mr.  Tincher.  There  never  was  an  additional  grade  put  on  by  the  wheat  growers. 

The  Chairman*.  I  have  a  letter  here  from  Mr.  Briggs.  of  Texas,  who  sends  a  letter 
from  Mr.  Eustace  Taylor,  president  of  the  Galveston  Cotton  Exchange  and  Board  of 
Trade  of  Galveston,  Tex.,  in  reference  to  the  Dial  bill  S.  385)  and  the  Caraway  bill 
(S.  399).  Without  objection.  Mr.  Briggs*s  letter  and  the  letter  he  attaches  may  be 
printed  in  the  record. 

(The  letters  referred  to  are  printed  in  full,  as  follows:) 

Congress  of  the  United  States. 

LTouse  of  Representatives, 
Washington,  D.  C,  February  7,  1922. 
Hon.  Gilbert  X.  Haugen, 

Chairman  Committee  on  Agriculture,  House  of  Representatives. 
Dear  Mr.  Haugen:  I  am  handing  you  herewith  copy  of  letter  received  from  Mr. 
Eustace  Taylor,  president  Galveston  Cotton  Exchange  and  Board  of  Trade,  Galves- 
ton. Tex.,  which  Is  self-explanatorv  and  refers  to  the  Dial  bill  i'S.  385)  and  the  Caraway 
bill  (S.  399). 

In  accordance  with  the  desire  of  Mr.  Taylor.  I  hope  that  you  will  have  his  com- 
munication brought  to  the  attention  of  the  committee  and  subcommittee  when  they 
consider  these  measures. 
With  best  wishes.  I  am, 

Sincerelv  vours,  Clay  Stone  Briggs. 


Galveston  Cotton  Exchange  and  Board  of  Trade. 

Galveston,  Tex.,  February  1,  1922. 
Hon.  Clay  Stone  Briggs. 

Member  of  Congress.  Washington,  D.  C. 

Dear  Sir:  On  the  13th  and  14th  of  February  next  a  subcommittee  of  the  United 
States  Senate  Agricultural  Committee  will  hold  hearings  on  the  Dial  and  Caraway 
bills,  now  pending  before  the  Senate. 

Briefly,  the  Dial  bill  (S.  385)  seeks  to  amend  the  United  States  cotton  futures  act 
approved  Aug.  11.  1916)  by  providing  that  unless  cotton  in  the  basis  grade  be  ten- 
dered in  settlement  of  a  contract  the  buyer  shall  have  the  right  to  demand  that  one- 
half  of  the  amount  deliverable  under  such  contract  shall  be  delivered  hi  equal  quan- 
tity in  two  grades,  to  be  specified  by  him,  and  that  the  seller  shall  have  the  right  to 
tender  one-half  of  the  amount  deliverable  in  equal  quantity  in  two  grades,  to  be 
specified  by  such  seller. 

The  Caraway  measure  (S.  399)  is  entitled  "A  bill  to  prevent  the  sale  of  cotton  in 
future  markets."  It  seeks  to  prevent  any  person,  partnership,  joint-stock  company, 
society,  association,  or  corporation,  their  managers  or  officers,  from  sending  any  mes- 
sage by  telegraph,  telephone,  wireless  telegraph,  cable,  or  other  means  ofcommuni- 
cation  from  one  State  or  Territory  to  any  other  State  or  Territory  in  the  United  States 
or  to  any  foreign  country  relating  to  a  contract  or  the  making  of  a  contract  for  the 
future  delivery  of  cotton,  and  requires  that  the  person  sending  such  message  shall 
furnish  to  the  person  transmitting  such  message  an  affidavit  stating  that  he  is  the  owner 
of  such  cotton  and  that  he  has  the  intention  to  deliver  such  cotton,  or  that  such  cot- 
ton is  in  actual  course  of  growth  on  land  owned,  controlled,  or  cultivated  by  him. 

In  brief,  everyone  offering  to  sell  cotton  for  delivery  in  or  out  of  an  exchange  by 
wire  or  cable  must  file  an  affidavit  with  the  telegraph 'or  cable  company  that  he  has 
in  hand  or  is  producing  the  material  offered,  and  proof  of  failure  to  make  an  affidavit 
and  proof  of  failure  to  deliver  or  receive  the  cotton  called  for  in  any  contract  for  future 
delivery  of  cotton  shall  be  primary  evidence  that  there  was  no  intention  to  deliver 
or  receive  such  cotton  when  said  contract  was  made. 

Practically  and  actually  the  Caraway  bill,  if  enacted  into  law.  will  put  the  cotton 
trade  in  a  strait-jacket,  interfering  with  the  right  to  trade  or  offer  to  trade  in  cotton 
unless  it  be  for  instant  delivery  of  cotton  in  hand  or  in  course  of  growth. 

While  the  measure  is  entitled  "A  bill  to  prevent  sale  of  cotton  in  future  markets," 
it  is  universal  in  its  application.  The  bill  says  that  any  person  electing  to  do  so  may 
file  with  the  telegraph,  telephone,  wireless  telegraph,  or  cable  company  an  affidavit 
that  the  message  or  messages  being  sent  or  to  be  sent  for  the  next  six  months  eosuing 
do  not  and  will  not  relate  to  any  contract  or  offers  to  contract  for  the  purchase  or  sale 
for  future  delivery  of  cotton  without  intending  that  such  cotton  shall  be  actually 
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delivered,  and  proof  of  failure  to  make  such  affidavit  shall  be  prima  facie  evidence 
that  such  messages  related  to  such  contracts  as  are  prohibited . 

Practically,  the  cotton  trade  of  the  country  is  to  be  tied  up  in  a  series  of  affidavits 
before  acquiring  the  right  to  sell  or  buy  by  wire  or  cable  under  penalty  of  heavy  fine 
or  imprisonment,  or  both. 

Both  the  Dial  and  Caraway  measures,  or  either,  will,  if  enacted  into  law,  prove  a 
serious  drawback  to  the  prompt  disposition  of  the  cotton  crop  and  the  liquid  char- 
acter of  cotton  as  an  article  of  trade  under  the  present  economic  system. 

The  Dial  bill  seeks  to  substitute  for  the  present  form  of  cotton  futures  contracts  as 
dealt  in  on  the  New  Orleans  and  New  York  Cotton  Exchanges,  under  which  the  aver- 
age of  the  spinnable  grades  of  the  cotton  crops  are  deliverable,  a  form  of  contract  that 
would  destroy  the  invaluable  hedge  features  of  the  present  system  and  prevent  price 
insurance  which  enables  the  buyer  to  guard  against  fluctuations,  and  thereby  to  pay 
better  prices  for  spot  cotton  than  he  could  do  if  he  had  to  assume  the  risk  of  a  de- 
clining market  between  the  time  of  purchase  and  ultimate  disposal  of  his  holdings. 
That  there  may  be  some  who  do  not  use  the  hedge  system,  does  not  enter  the  question, 
as  it  is  a  well-known  fact  that  most  of  the  cotton  crop  is  hedged  in  course  of  transit  by 
owners  or  holders  as  a  means  of  protection  and  to  secure  favorable  banking  facilities 
when  needed. 

Without  such  hedges  the  buyer  or  exporter  would  be  forced  to  reduce  price  offers 
commensurate  with  his  risk  and  higher  rates  for  banking  accommodations.  Of  course, 
we  accord  Senator  Dial  due  credit  for  honesty  of  intent  and  purpose,  but  we  simply 
know  he  is  mistaken,  and  that  if  either  his  or  Senator  Caraway's  measure  is  adopted 
the  result  will  prove  disastrous  to  the  producers  and  the  average  dealer  in  cotton. 
One  of  the  most  certain  effects  will  be  to  drive  out  the  numerous  intermediate  handlers 
of  cotton,  limiting  competition  to  a  comparatively  few  large  capitalists,  who  will 
control  price  and  distribution. 

In  order  that  the  true  facts  of  the  situation  may  be  presented  before  the  Senate 
subcommittee,  we  take  this  opportunity  of  writing  you  to  ask  that  you  use  your 
influence  for  the  benefit  of  the  cotton  interests  in  the  South. 
Very  truly,  yours, 

Eustace  Taylor, 
President  Cotton  Exchange  and  Board  of  Trade. 

Mr.  Sinclair.  Mr.  Chairman,  I  have  a  constituent  here  who  has  come  a  long  way, 
and  who  wants  to  appear  before  this  committee  on  the  stabilizing  of  wheat  prices,  or 
on  the  stabilization  of  farm  products  rather;  that  is,  on  the  two  bills  that  are  now 
before  the  committee.  He  has  been  waiting  here  for  two  or  three  days  and  I  think 
we  ought  to  give  him  a  chance  to  appear.  I  would  move  that  we  meet  this  evening 
at  7  o'clock  and  take  up  the  hearings  on  the  stabilizing  of  prices. 

Mr.  Jacoway.  Mr.  Chairman,  following  the  statement  of  Senator  Dial  here,  Col. 
Remmel,  of  Little  Rock,  wants  to  be  heard  briefly.     He  is  opposed  to  this  bill. 

Mr.  Jones.  There  is  another  man  here  from  Houston,  Tex.,  who  wants  to  be  heard. 

Mr.  Aswell.  The  cotton  men  will  be  heard  to-morrow,  I  understand. 

Mr.  Kincheloe.  Do  you  mean  you  intend  to  continue  these  hearings  this  afternoon? 

The  Chairman.  No,  I  think  not;  but  if  agreeable  we  will  dispose  of  Mr.  Sinclair's 
request. 

Mr.  Kincheloe.  That  was  for  a  meeting  this  evening? 

Mr.  Aswell.  Not  for  cotton  discussion,  but  on  grain  stabilization. 

The  Chairman.  Yes,  on  grain  stabilization.  All  who  are  in  favor  of  Mr.  Sinclair's 
motion  will  say  aye;  opposed,  no.     The  motion  is  carried. 

Mr.  Tincher.  As  I  understand,  that  testimony  to-night  is  to  be  limited  to  the  gen- 
tleman who  comes  from  out  of  town? 

Mr.  Kincheloe.  As  I  understand,  this  evening  the  sole  purpose  is  to  hear  that  man 
from  your  State? 

Mr.  Sinclair.  Yes. 

The  Chairman.  Mr.  Marsh  has  been  here  for  three  or  four  days,  and  I  understand 
that  he  is  ready  to  go  on  this  evening. 

Mr.  Aswell.  What  is  this  motion? 

Mr.  Sinclair.  Mr.  Moseley  is  the  man  I  am  interested  in. 

Mr.  Aswell.  Would  there  be  any  chance  for  anybody  else  to  appear,  under  your 
motion,  provided  he  appears  to-night? 

The  Chairman.  The  subject  for  consideration  to-night  is  stabilization  of  prices. 

Mr.  Aswell.  If  anybody  should  come  to  be  heard  on  the  stabilization  of  cotton 
prices,  could  he  be  heard  to-night? 

The  Chairman.  Yes. 

Mr.  Kincheloe.  I  understood  Mr.  Sinclair's  motion  was  to  hear  his  constituent 
to-night. 
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Mr.  Tincher.  I  make  a  motion  that  the  hearings  to-night  be  confined  to  Mr.  Sin- 
clair's constituent,  who  is  here  from  a  distance. 

Mr.  Jones.  I  second  the  motion. 

Mr.  Sinclair.  Then  I  would  like  to  amend  my  motion  that  my  constituent  be  heard 
this  evening,  Mr.  Moseley,  and  that  the  rest  of" the  stabilization  hearings  be  held  on 
Wednesday  forenoon,  the  15th. 

Mr.  Jacoway.  I  second  Mr.  Tincher's  motion. 

Mr.  Kincheloe.  I  am  going  to  object  to  any  hearings  in  the  evenings  or  in  the 
afternoons.  The  committee  has  adopted  the  policy  not  to  held  meetings  in  the 
afternoons,  when  Congress  is  working.  If  we  attend  the  sessions  of  the  House  in  the 
afternoons,  then  we  shall  have  to  come  back  here  in  the  evenings  for  hearings. 

Mr.  Tincher.  I  would  like  to  have  my  motion  put. 

The  Chairman.  Those  who  are  in  favor  of  Mr.  Tincher's  motion  will  say  "aye"; 
opposed  "no."     The  eyes  have  it  and  the  motion  is  carried. 

Mr.  Jacoway.  Now,  Mr.  Chairman,  I  would  like  to  have  Col.  Remmel  heard  very 
briefly. 

The  Chairman.  How  long  will  it  be? 

Mr.  Remmel.  Not  over  two  or  three  minutes. 

The  Chairman.  Very  well. 

STATEMENT  OF  MR.  H.  L.  REMMEL,  LITTLE  ROCK,  ARK. 

Mr.  Remmel.  Mr.  Chairman  and  gentlemen,  I  am  president  of  the  Arkansas  State 
Bankers'  Association.  I  am  not  here,  however,  to  speak  for  the  Arkansas  State 
Bankers'  Association ;  we  have  not  had  this  matter  before  the  association  since  I  have 
been  president  of  the  association.  But  I  am  here  to  speak  as  president  of  a  bank. 
I  am  president  of  the  Arkansas  Trust  Co.  And  we  have  a  number  of  cotton  accounts. 
And  we  certainly  would  not  go  to  work  and  give  a  line  of  credit  to  people  who  deal 
in  cotton,  in  our  bank,  if  they  were  prevented  from  hedging  on  their  cotton. 

That  is  all  I  have  got  to  say,  simply  to  say  as  a  banker  that  we  would  not  be  in  favor 
of  extending  a  line  of  credit  to  our  cotton  dealers,  whose  accounts  we  have — we  would 
not  give  them  credit  if  they  were  not  permitted  to  hedge  to  protect  those  loans.  That 
is  all  I  have  to  say. 

The  Chairman.  You  loan  on  warehouse  receipts,  do  you? 

Mr.  Remmell.  Yes;  we  loan  on  warehouse  receipts,  protected  by  hedges. 

The  Chairman.  Is  cotton  generally  stored  in  warehouses? 

Mr.  Remmel.  Yes;  cotton  is  stored  in  warehouses. 

The  Chairman.  And  receipted  for? 

Mr.  Remmel.  And  they  take  the  receipts. 

The  Chairman.  Do  you  loan  on  the  cotton  held  by  the  grower? 

Mr.  Remmel.  Yes;  we  also  loan  on  the  cotton  held  by  the  grower,  but  that  cotton 
is  always  in  a  warehouse. 

Mr.  Jacoway.  Are  those  warehouse  receipts  prime  commercial  paper? 

Mr.  Remmel.  They  are  considered  prime  commercial  paper  with  us.  But  we 
would  not  consider  it  prime  commercial  paper  as  conditions  have  been,  as  deflation 
has  been,  because  this  deflation  has  simply  ruined  many  people  in  our  country,  and 
when  men  deal  with  us,  our  people,  they  hedge  their  cotton.  That  is  what  hedging 
has  done  for  our  bank. 

The  Chairman.  Do  you  require  inspection  and  grading? 

Mr.  Remmel.  Certainly,  it  has  to  be  inspected. 

The  Chairman.  By  Federal  inspection? 

Mr.  Remmel.  Until  recent  days  by  regulated  inspections  and  inspectors.  How  is 
it  now,  Mr.  West? 

Mr.  West.  Where  they  know  a  customer  well,  they  take  his  grade  and  his  classi- 
fication on  it,  and  where  he  falsifies  that  classification  he  is  subject  to  the  penitentiary. 
Where  they  do  not  know  him  well,  it  is  done  under  the  Bureau  of  Markets,  by  what 
they  authorize;  it  is  all  done  according  to  the  Government  standards. 

The  Chairman.  According  to  Government  standards? 

Mr.  West.  Yes,  sir. 

The  Chairman.  But  that  is  not  required? 

Mr.  West.  It  is  required  by  people  they  do  not  know  particularly  well.  But 
people  they  know  and  have  confidence  in  it  is  not  required.  A  farmer  handling  a 
few  hundred  bales,  he  might  not  know,  and  might  make  an  unintentional  mistake 
and  misstatement,  but  the  man  that  handles  thousands  of  bales,  they  take  his  state- 
ment. 

The  Chairman.  They  take  his  statement? 

Mr.  West.  Yes,  sir. 
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The  Chairman.  It  is  all  hedged? 

Mr.  West.  It  is  either  all  hedged,  or  they  loan  him  about  40  per  cent. 

The  Chairman.  The  bill  as  originally  drawn  required  classification  of  cotton. 

Mr.  West.  Yes,  sir. 

Mr.  Jacoway.  Mr.  Chairman,  I  just  want  to  make  a  statement:  Congressman  Parks, 
who  introduced  H.  R.  6299,  to  prevent  the  sale  of  cotton  in  future  markets,  came  into 
the  room  and  was  to  have  been  heard  this  morning,  and  I  asked  him  to  stay,  but  he 
stayed  until  he  saw  that  these  hearings  were  going  to  extend  much  beyond  12  o'clock, 
and  then  he  left,  saying  that  at  some  later  date,  entirely  convenient  to  the  committee, 
he  would  like  to  appear  and  present  his  viewpoint. 

The  Chairman.  That  will  be  agreeable.  Without  objection,  the  committee  will 
stand  on  recess  until  7  o'clock  this  evening,  when  we  will  hear  Mr.  Mosely  on  the 
question  of  stabilization  of  prices. 

(Thereupon,  at  12  o'clock  m.,  the  committee  recessed  until  7  o'clock  p.  m.  on  the 
same  day,  Monday,  February  13,  1922.) 


Committee  on  Agriculture, 

House  of  Representatives, 

Tuesday,  February  14,  19&2. 
The  committee  met  at  10  o'clock  a.  m.,  pursuant  to  adjournment  on  yesterday, 
Hon.  Gilbert  N.  Haugen  (chairman)  presiding. 

There  were  present:  Representative  Haugen  (chairman),  McLaughlin  of  Michigan, 
Voigt,  Tincher,  Sinclair,  Clague,  Clarke,  Rainey,  Aswell,  Kincheloe,  and  Jones. 
The  Chairman.  The  committee  will  be  in  order. 

Mr.  Aswell.  Mr.  Chairman,  I  will  introduce  first  to  the  committee  Mr.  J.  W.  Evans, 
of  Houston.  Tex. 

STATEMENT  OF  MR.  J.  W.  EVANS,  REPRESENTING  THE  HOUSTON 
COTTON  EXCHANGE  AND  THE  TEXAS  COTTON  ASSOCIATION, 
HOUSTON,  TEX. 

Mr.  Evans.  Gentlemen,  the  Texas  Cotton  Association,  whom  I  have  the  honor  of 
representing,  comprises  every  shipper,  that  is  to  say,  every  cotton  man  who  is  an 
exporter  or  merchant  of  any  consequence  in  the  State . 

The  Houston  Cotton  Exchange  is  perhaps — well,  I  think  it  can  be  said  to  be  the 
largest  spot  market  in  the  world.  That  is  to  say,  we  physically  handle  more  cotton 
than  any  other  market  in  the  world.  I  do  not  mean  to  say  that  Galveston  does  not 
receive  more  cotton,  but  we  receive  and  handle  normally  a  million  bales  a  year. 

They  sent  me  up  here  to  protest  vigorously  against  this  Dial  amendment.  And  in 
doing  that  they  certainly  were  not  actuated  by  any  improper  motives.  I  want  to 
say  this,  and  I  know  you  are  not  interested  in  the  middleman.  I  want  to  say  that 
the  one  man,  and  any  man  who  is  to-day  a  good  citizen,  arid  who  has  a  regard  for  his 
country  at  large  is  not  going  to  concern  himself  about  anybody  but  the  farmer,  because 
he  is  the  boy  we  have  to  set  on  his  feet  before  We  can  hope  to  have  any  real  prosperity. 

And  so,  having  that  in  mind,  I  only  want  to  talk  to  you  along  one  line,  and  that  is, 
How  does  this  Dial  amendment  affect  the  farmer? 

Mr.  Aswell.  That  is  the  main  question. 

Mr.  Evans.  And  I  do  want  to  tell  you  the  situation.  I  want  to  make  myself  clear, 
and  I  want  to  state  that  in  1914  some  of  the  cotton  futures  exchanges  were  shut  up 
for  several  months  on  account  of  the  war  and  the  financial  situation,  and  that  sort  of 
thing,  and  cotton  was  bought  at  a  variation  from  one  county  to  another — I  will  have 
to  ask  you  to  take  my  statement  for  this  variation — from  1  to  5  cents  a  pound ,  which 
meant  a  variation  of  a  number  of  dollars  on  a  bale  of  cotton.  It  would  be  selling  in 
one  county  and  selling  in  an  adjoining  county  for  5  cents  more.  That  was  within  a 
space  of  50  miles.  And  nobody  knew  what  the  other  fellow  was  paying  for  cotton. 
There  was  no  way  of  ascertaining  the  real  value  of  it.  The  man  that  was  buying 
didn't  know  and  the  man  that  was  selling  didn't  know. 

Mr.  Voigt.  Let  me  ask  you  there,  was  there  not  a  spot  market  in  Houston0 

Mr.  Evans.  There  was,  but  there  was  no  such  thing  as  a  regular  business.  We  had 
our  committees  there,  and  every  day  we  quoted  about  the  price  of  cotton  in  Houston. 
as  Mr.  Jones  knows.  But  at  that  time  there  was  very  little  business  done.  1  might 
find  an  isolated  order  from  Liverpool  for,  say.  10,000  bales.  But,  anyhow,  the  not 
result  was  that  the  whole  thing  was  in  confusion. 
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Now,  I  do  not  regard  this  bill  as  100  per  cent  perfect,  but  I  do  think  that  the  Smith- 
Lever  law,  as  it  comes  to-day,  is  of  really  great  value  to  everybody  who  has  to  do  with 
cotton.     Everybody  seems  to  be  satisfied  with  it. 

Xow,  if  you  take  that  law  and  amend  it,  as  this  gentleman  would  have  you  do,  it 
operates  this  way:  I  am  a  cotton  merchant.  I  do  not  buy  two  grades  or  five  grades; 
my  business  is  with  the  farmer  or  with  the  small  dealer;  I  buy  from  the  crossroads 
country  merchant,  the  fellow  I  have  known  for  10  or  15  years,  and  I  know  his  children, 
and  if  he  comes  to  town  and  finds  himself  broke,  I  sometimes  help  him  out.  He  calls 
me  out  and  says,  ' '  What  can  you  pay  to-day  for  cotton?  "  And  I  will  say, ' '  Whatever 
the  price  prevailing  is,"  say,  15  to  20  cents.  He  will  say,  "Book  me  20  bales." 
That,  I  know,  will  come  in  to  me  in  at  least  10  grades,  and  there  may  be  15  or  20  grades. 

Mr.  Clarke.  Do  you  hedge  against  this  purchase? 

Mr.  Evans.  Oh,  yes;  we  do  that  all  the  time. 

Mr.  Aswell.  If  you  did  not  hedge,  what  effect  would  that  have  on  your  business, 
if  you  did  not  hedge? 

Mr.  Evans.  I  will  come  to  that  in  a  moment.  Well,  I  can  answer  it  now  as  well  as 
later.  There  has  not  been  much  demand  since  last  November.  The  spinners, 
prompted  by  the  desperate  estimate  that  we  are  going  to  have  a  dearth,  bought  a  lot  of 
cotton  at  20  cents,  and  it  went  up  and  got  up  to  43  cents,  and  they  felt  they  were 
fooled,  and  they  have  not  bought  any  since.  They  bought  more  than  they  could  digest, 
and  the  net  result  is  the  market  has  been  dull,  and  the  market  has  gone  down  some- 
what, which  was  natural.  There  was  some  hope  of  a  much  better  business  on  the  first 
of  the  year.  And  then  immediately  this  fiasco  came  on,  and  everybody  said  cotton  is 
going  back. 

The  other  day  there  was  quite  a  little  cotton  for  sale  in  Houston;  I  would  say  six 
to  eight  thousand  bales  of  semidistressed  cotton;  that  is,  cotton  sent  to  commission 
merchants  that  had  made  advances  on  it,  and  they  were  going  to  sell  them  out.  I 
bought  there,  in  a  period  of  10  days — pardon  this  ego,  this  "I"  business.  I  do  not 
mean  it  that  way,  but  using  it  for  purposes  of  illustration — my  firm  bought  in  three  or 
four  days  three  or  four  thousand  bales  of  cotton,  all  of  which  went  on  the  board. 

And  I  will  give  you  my  word  of  honor  that  I  know  out  of  that  transaction,  which 
nets,  say,  4,000  bales  of  cotton,  involving  $350,000,  perhaps— if  I  make  out  of  that 
transaction  net,  mind  you,  as  much  as  50  cents  on  a  bale,  I  will  be  entirely  satisfied. 

Now,  if  I  had  not  had  any  futures,  I  would  not  have  touched  that  'cotton  at  $5 
a  bale,  because  I  had  no  use  for  it. 

Mr.  Aswell.  Those  people  were  forced  to  sell  and  sell  right  now? 

Mr.  Evans.  They  were  forced  to  sell  and  sell  now,  because  they  shipped  in  to  the 
merchant. 

Mr.  Aswell.  Was  the  farmer  interested  in  that  cotton? 

Mr.  Evans.  The  farmer  does  not  sell  much,  except  to  the  country  merchant.     It 

foes  to  the  country  merchant  who  has  advanced  him  money  and  who  wants  his  trade, 
want  to  tell  you  this 

Mr.  Jones  (interposing).  Go  ahead  there  and  finish  that  transaction. 

Mr.  Evans.  I  did  not  buy  that  all  at  one  time. 

Mr.  Jones.  All  right. 

Mr.  Evans.  I  bought  370  bales  there  one  morning.  This  fellow  wanted  to  sell. 
He  was  at  the  factor's  office,  which  is  two  or  three  blocks  from  the  exchange.  He  said, 
"I  will  take  so  much  for  this  cotton."  I  said,  "I  could  not  give  you  that,  unless  I  can 
get  a  certain  hedge  in  New  York."  I  think  March  was  17  cents.  I  wired  from  Hous- 
ton, and  a  wire  from  Houston  to  New  Orleans  is  almost  instantaneous.  You  get  your 
execution  back  in  about  three  minutes,  if  the  wires  are  working  good,  and  in  five  min- 
utes all  the  time.  So  that  transaction  was  completed.  Within  six  minutes,  I  will 
say,  there  was  a  reply  back  there,  and  1  bought  those  370  bales  on  which,  as  I  tell 
you,  I  don't  think  I  can  make  over  50  cents  a  bale.  I  am  glad  to  do  it  all  the  time. 
But  I  must  be  absolutely  secured  against  any  possible  loss  to  do  those  things. 

Mr.  Aswell.  Now  has  the  price  declined  since  you  made  your  purchase? 

Mr.  Evans.  It  went  down  a  cent  a  pound. 

Mr.  Aswell.  You  were  protected  in  New  York? 

Mr.  Evans.  After  I  had  my  futures  in.  I  do  not  mean  to  say  it  is  always  pleasant. 
If  I  had  a  thousand  bales  sometimes  and  they  keep  calling  on  me  for  cash,  I  do  not 
enjoy  that  particularly.  Mr.  Scott,  who  was  my  banker  in  Houston,  has  29  cotton 
accounts,  which  is  probably  as  large  as  any  in  the  South  except  the  Merchants  Bank 
at  New  Orleans.  I  went  over  there  the  other  day  and  happened  to  meet  Joe  Eagle, 
who  used  to  be  in  Congress,  and  I  told  him  I  was  coming  up  to  Congress,  and  I  said, 
'  'Do  you  know  any  of  those  fellows?  "  And  he  mentioned  two  or  three,  and  he  said  they 
were  Republicans  and  fine  fellows,  too,  and  I  would  like  to  have  you  meet  them. 
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Mr.  Aswell.  I  want  to  ask  you  a  question  right  there:  You  say  if  you  could  not 
have  sold  that  cotton  on  the  New  York  exchange  you  could  not  have  touched  it. 
Now  what  would  have  happened  to  those  men? 

Mr.  Evans.  There  are  a  lot  of  exporters  in  Houston.  I  say  I  would  not  have 
touched  it.     I  would,  but  not  for  less  than  $5  a  bale. 

Mr.  Aswell.  Would  you  say  they  got  a  better  price  by  your  buying  it? 

Mr.  Evans.' They  got,  I  would  say,  $4  a  bale  better  than  they  would  in  the  market, 
which  was  going  down,  and  no  spot  demand,  and  no  reason  for  a  man  to  stock  up  on 
cotton.     They  got  at  least  four  or  five  dollars  a  bale  more  than  they  would  otherwise. 

Mr.  Clarke.  What  did  you  pay  for  that  cotton? 

Mr.  Evans.  Around  16  cents.  It  might  have  been  around  16|,  but  somewhere 
around  that  price. 

Mr.  Aswell.  It  was  stated  here  yesterday  that  the  exchanges  proceeded  to  hammer 
down  the  prices;  is  that  true? 

Mr.  Evans.  I  heard  that.  I  know,  because  I  sat  there  and  listened  to  Senator  Dial, 
and  in  the  last  20  years  I  have  tried  to  lea'rn  everything  of  interest  about  cotton,  and 
there  are  a  lot  of  things  I  have  learned .  He  made  statements  that  are  entirely  different 
from  anything  in  my  experience.  He  stated,  for  instance,  that  the  operations  of  the 
future  exchanges  were  to  hammer  the  prices  of  cotton. 

Mr.  Aswell.  Yes;  he  said  that. 

Mr.  Evans.  It  is  a  notorious  fact  about  the  professionals — the  smart  fellows  around 
the  ring,  that  the  cotton  speculator  is  always  about.  But  there  are  not  many  men  that 
want  to  go  out  in  gold-brick  style  and  sell  something  they  haven't  got,  but  when  there 
is  a  disturbing  crop,  like  last  fall — I  bought  a  lot  of  bales  on  the  future  market  for  15£ 
cents.  I  carried  that,  not  for  speculation:  I  carried  that  at  the  top.  I  don't  believe 
in  the  speculator  myself.  I  think  it  is  bad  for  the  market.  But  for  the  market,  the 
more  speculation  you  have  the  higher  the  price,  the  more  liquid  the  market,  the  better 
for  the  producer;  the  competition  is  that  much  freer. 

Now,  if  you  want  to  take  this  contract  of  his,  and  have  it  out  in  its  practical  appli- 
cation—he said  yesterday,  Is  it  fair  for  a  man  to  sell  you  something  and  not  specify? 
The  buyer  ought  to  have  the  same  chance  as  the  seller  has.  I  am  buying  maybe  20 
grades  or  10.  He  comes  to  me  and  says,  All  right,  you  sold  me  350,000  bales,  and 
want  strict  good  middling,  at  Houston.  Now,  there  probably  would  not  be  as  much 
as  three  bales  of  strict  good  middlings.  That  is,  I  would  default  on  my  contract. 
I  would  have  some. 

Mr.  Jones.  Now,  how  many  grades  are  in  that  350,000  bales? 

Mr.  Evans.  I  would  guess  30  grades. 

Mr.  Aswell.  Are  there  low  grades? 

Mr.  Evans.  Yes;  a  lot  of  it  that  is  outlawed  in  contracting,  although  we  have  a 
very  good  picking  season  this  last  year. 

Mr.  Jones.  And  you  can  only  deliver  10  grades? 

Mr.  Evans.  Only  10  grades.  There  are  only  about  four  grades,  commercially 
speaking. 

Mr.  Voigt.  That  means  20  grades  of  cotton  that  are  not  dealt  in  on  the  exchanges? 

Mr.  Evans.  Suppose  that  I  would  sit  down  and  go  into  the  grades 

Mr.  Lazaro.  May  I  ask  a  question,  Mr.  Chairman? 

The  Chairman.  Yes. 

Mr.  Evans.  Yes,  certainly. 

Mr.  Lazaro.  Before  doing  so  I  want  to  make  a  statement.  Besides  being  a  law- 
maker, I  am  a  cotton  producer.  Cotton  is  my  only  money  crop.  And  I  remember 
that  away  back  in  Louisiana,  back  in  Gov.  Sanders's  administration,  there  was  a 
measure  introduced  in  the  legislature  to  abolish  the  cotton  exchanges,  and  I  was  one 
of  those  who  took  the  position  at  that  time  that  there  was  an  abuse  of  the  cotton  ex- 
changes, and  that  that  abuse  ought  to  be  eliminated,  and  the  cotton  exchanges  saved. 
At  that  time  there  was  a  good  deal  of  pressure  brought  from  the  farmers  to  have  us 
support  a  bill  abolishing  the  exchanges.  But  we  passed  a  bill  to  regulate  the  ex- 
changes, and  not  abolish  them.  Later  on  I  came  here,  and  the  war  broke  out,  and 
the  cotton  exchanges  were  closed.  All  right.  Then  we  received  a  telegram  from  the 
president  of  our  farmers'  union,  asking  us  that  the  business  be  regulated  but  not 
destroyed,  saying  that  following  the  business,  during  which  the  exchanges  were 
closed,  there  was  a  change  in  sentiment. 

Mr.  Evans.  Very  material. 

Mr.  Lazaro.  Now  the  question  I  want  to  ask  you  is  this:  I  want  to  ask  on  tins 
phase  of  a  speech  delivered  by  Senator  Dial  in  the  Senate.  And  I  ask  for  information, 
because  I  have  to  vote  on  this  in  the  future.     Senator  Dial  says  here  [reading J : 

"The  United  States  Cotton  futures  act  of  1914.  There  are  two  sections  in  that  act. 
and  that  is  where  the  trouble  comes  in.     As  I  said  before,  I  do  not  claim  to  know  all 
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about  cotton.  It  would  be  silly  for  me  to  arrogate  any  such  knowledge.  And,  as 
I  have  also  said,  I  have  no  criticism  to  make  of  the  framers  of  the  present  law,  if  it 
had  operated  as  they  intended  it." 

And  then  he  goes  on  and  says  [continuing  reading]: 

"One  section  provides  that  at  the  time  the  contract  is  made  the  specific  grade 
must  be  specified.  It  if  had  stopped  there  it  would  be  all  we  could  ask.  That  is 
what  ought  to  be  done,  because  when  we  go  to  a  broker  and  buy  a  bond,  we  do  not 
just  buy  bonds;  we  buy  some  particular  bond  or  some  particular  stock.  It  is  unfortu- 
nate to  my  mind  that  the  framers  of  the  law  allowed  another  section  to  be  put  in  which 
permits  the  seller  of  the  contract  at  his  option  to  select  any  of  the  grades  that  are 
tenderable  to  be  delivered  upon  that  contract." 

Now,  I  would  like  to  have  your  opinion  on  this  particular  part  of  his  speech. 

Mr.  Evans.  That  is  the  crux  of  the  whole  thing.  He  says  it  is  not  a  fair  thing  for 
the  seller  to  deliver  what  he  chooses.     But  the  buyer  must  take  it. 

Now,  he  uses  the  illustration  of  a  lot  of  hats;  that  the  buyer  knew  what  he  wanted, 
whether  gray  or  blue  hats  and  that  sort  of  thing.  But  that  fellow  had  those  hats  in 
stock.  He  knew  what  he  was  selling.  If  Mr.  Dial  had  gone  in  and  said,  I  want  a 
hat.  And  the  merchant  had  said,  What  do  you  want?  And  he  would  say,  "I  will 
be  back  next  week  and  tell  you,"  that  fellow  would  not  sell  it  that  way,  because  he 
might  not  be  able  to  make  delivery.  That  is  exactly  our  situation.  You  must  rec- 
ognize at  all  times  that  the  exchanges  are  not  designed  to  bring  the  buyer  and  seller 
together  in  a  specific  way;  they  are  designed  to  sell  cotton  in  a  broad  way.  So  that 
the  spinner  in  Senator  Dial's  own  State,  who  desires  to  buy  a  thousand  bales,  say, 
in  July — he  does  not  want  the  physical  possession  of  that  cotton,  and  pay  all  the 
storage  charges,  and  the  carrying  charges,  and  the  insurance,  and  handling,  and  so  on, 
but  he  wants  to  buy  futures,  and  here  I  am  in  Texas  with  a  dozen  growers  calling  me 
up  and  wanting  to  sell.  I  carry  a  lot  of  cotton  all  the  time,  and  I  sell  futures  against 
that.  I  may  not  sell  a  bale  of  that  for  awhile,  but  some  time  in  the  future  some  one 
is  going  to  ask  me  for  an  even  running  staple  grade.  And  I  sell  thousands  of  futures 
on  the  New  York  and  New  Orleans  exchanges  and  never  deliver  a  single  one  of  them. 
And  nobody  expects  me  to  sell  that.  That  is  the  reason  they  make  it  that  way,  so 
that  nobody  can  abuse  that  by  saying,  "We  want  that  cotton." 

It  is  a  little  technical,  that  side  of  it,  but  the  spinner  can't  buy  from  the  farmer, 
because  he  can't  get  the  grades.  You  take  it  in  Mr.  Clarke's  district,  if  they  have 
apples,  they  sell  apples;  not  a  specific  kind,  but  he  sells  apples,  and  then  they  are 
sent  to  a  place  and  are  sorted,  and  packed,  and  so  on. 

Now,  here  Senator  Dial  would  have  us  sell  something  we  have  not  got.  But  if  it 
was  not  for  this  method  of  doing  business  the  exchanges  would  soon  dry  up  and  blow 
away.     They  would  have  no  business. 

Mr.  Aswell.  May  I  read  a  letter? 

Mr.  Evans.  Yes. 

Mr.  Aswell.  The  chairman  of  this  committee  sent  the  bill  of  Senator  Dial  to  the 
Department  of  Agriculture  and  asked  for  a  report  on  it.     I  spoke  of  that  yesterday. 

Mr.  Evans.  Yes. 

Mr.  Aswell.  Here  is  a  letter  dated  February  13,  which  was  yesterday.  This  is 
interesting  in.f  ollowing  up  Dr.  Lazaro's  question. 

The  Chairman.  The  letter  was  received  last  evening  after  putting  in  the  other 
letter. 

Mr.  Aswell.  The  letter  is  as  follows  [reading]: 

Department  of  Agriculture, 

Washington,  February  13,  1922. 
Hon.  G.  N.  Haugen, 

Chairman  Committee  on  Agriculture, 

House  of  Representatives. 
Dear  Mr.  Haugen:  In  accordance  with  yoifr  letter  of  February  2,  the  receipt  of 
which  I  acknowledged  on  February  6,  1  have  had  a  careful  examination  made  of  the 
provisons  of  bill  S.  385  introduced  by  Senator  Dial  on  April  12,  1921,  ''To  amend 
section  5  of  the  United  States  cotton  futures  act,  approved  August  11,  1916,  as 
amended." 

I  find  that  Senator  Dial  has  had  correspondence  and  a  number  of  conferences  with 
the  members  of  the  force  of  the  Bureau  of  Markets  and  Crop  Estimates  who  have  to 
do  with  cotton  matters  and  the  enforcement  of  the  cotton  futures  act.  It  appears 
that,  as  a  result  of  the  correspondence  and  conferences,  Senator  Dial  is  reconsidering 
the  matter  and  is  giving  his  attention  to  a  different  method  of  amending  the  cotton 
futures  act  in  order  to  accomplish  his  general  purpose.     It  seems  to  our  people  that 
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the  amendment  proposed  by  bill  S.  385  could  not  be  carried  into  effect  in  its  present 
form  because  of  serious  practical  difficulties. 

For  these  reasons  I  would  suggest  that  you  ask  Senator  Dial  to  inform  your  com- 
mittee whether  he  desires  further  consideration  given  to  bill  S.  385. 
Very  truly  yours, 

Henry  Wallace,  Secretary. 

I  Would  like  that  letter  and  also  the  other  letter  accompanying  it  in  the  record. 
The  Chairman.  Without  objection,  they  may  be  inserted  in  the  record. 
(The  letter  attached  is  printed  in  full,  as  follows:) 

Department  of  Agriculture, 

Washington,  February  IS,  1922. 
Hon.  G.  N.  Haugen, 

Chairman  Committee  on  Agriculture,     ' 

House  of  Representatives. 

Dear  Mr.  Haugen:  In  accordance  with  the  request  contained  in  your  letter  of 
February  2,  the  receipt  of  which  I  acknowledge  on  February  6,  I  have  had  an  exam- 
ination made  by  our  people,  who  have  to  do  with  cotton  matters  and  the  enforcement 
of  the  United  States  cotton  futures  act,  of  the  provisions  of  bill  H.  R.  6299,  introduced 
by  Mr.  Parks  of  Arkansas  on  May  18,  1921,  "To  prevent  the  sale  of  cotton  in  future 
markets." 

It  seems  to  our  people  that,  although  the  provisions  of  this  bill  are  not  directly 
prohibitory  of  future  trading,  they  would  place  such  limitations  on  future  trading  as 
now  conducted  that  the  bill  would  have  the  effect  stated  in  its  title,  and  that  the 
future  exchanges  would  cease  to  function.  The  primary  purposes  which  serve  to 
justify  the  operation  of  future  exchanges  are  to  provide  for  hedging  spot  transactions 
and  to  provide  quotations  of  a  reliable  character,  reflecting  the  opinions  of  numerous 
buyers  and  sellers  in  centralized  markets  as  to  the  value  of  cotton  for  future  delivery. 
It  would  seem  that  this  bill  would  have  the  effect  of  almost  entirely  eliminating 
purely  speculative  transactions,  and  it  is  strongly  contended  by  well-informed  people 
in  the  spot  cotton  business  that  this  would  so  far  reduce  the  volume  and  continuity 
of  business  that  there  would  not  remain  a  sufficient  outlet  for  hedging  transactions. 

This  general  subject,  of  course,  is  one  which  has  been  repeatedly  investigated  by 
committees  in  Congress,  and  particularly  by  the  Committee  on  Agriculture  of  the 
House  of  Representatives.  You  will  recall  that  the  committee  considered  the  various 
angles  of  future  trading  in  connection  with  the  first  United  States  cotton  futures  act, 
which  became  a  law  on  August  18,  1914,  and  again  in  connection  with  the  reenactment 
of  that  law  on  August  11,  1916;  also,  that  the  committee  went  into  the  whole  question 
again  in  connection  with  grain  when  it  considered  the  future  trading  act.  In  each 
case,  as  we  understand  it,  the  committee  reached  the  conclusion  that,  while  regula- 
tion of  the  future  exchanges  in  some  form  was  desirable,  it  was  not  prepared  to  recom- 
mend even  a  limitation  upon  speculative  trading.  The  whole  question,  of  course, 
is  one  of  policy  for  Congress  to  determine,  and  I  know  that  you  are  familiar  with  the 
consideration  that  has  been  given  to  it  in  the  past. 
Very  truly  yours, 

Henry  Wallace,  Secretary. 

Mr.  Lazaro.  What  have  you  to  say  to  this  statement  of  Senator  Dial  that  the  price 
of  spot  cotton  is  controlled  by  the  future  prices? 

Mr.  Evans.  It  is  a  case  of  the  tail  wagging  the  dog.  The  price  is  controlled  by 
supply  and  demand.  We  seek  to  control  it  for  a  time,  but  it  is  a  pretty  hard  thing  to 
do.  If  there  are  more  buyers  than  sellers,  then  the  price  goes  up;  and  if  there  are 
more  sellers  than  buyers,  then  the  price  goes  down.  They  always  go  further  than  is 
justified.  They  probably  sell  a  little  lower  than  they  are  justified,  except  this  differ- 
ence, that  when  it  goes  up  a  little  higher  than  is  justified,  there  are  not  so  many  people 
to  buy.     But  if  cotton  goes  down  to  8  cents  a  pound,  they  buy  it  and  forget  about  it. 

Mr.  Clarke.  In  the  grain  futures  bill,  which  came  before  this  same  committee,  we 
found  there  were  corners:  Mr.  Hutchinson  and  some  men  found  that  when  the  Gov- 
ernment sought  to  investigate  it  they  could  not  get  at  the  exact  detail  of  the  trans- 
action.    Could  any  such  criticism  be  leveled  at  you  fellows? 

Mr.  Evans.  Not  at  me,  as  a  spot-cotton  merchant.  But  on  the  New  York  Ex- 
change the  facilities  for  handling  it  are  not  as  good  for  handling  it  as  they  ought  to  be. 
If  I  telegraphed  up  there  and  told  them  I  wanted  to  ship  them  some  cotton,  they  would 
say,  ''There  isn't  any  room."    But  that  does  not  happen  very  often,  and  it  does  not 
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make  any  material  effect  on  the  market.  That  only  happens  when  there  is  a  fellow 
that  thinks  he  can  run  it  up  or  down.  But  he  wins  sometimes  and  loses  sometimes. 
It  is  uncomfortable  when  he  loses. 

Mr.  Jones.  You  made  a  statement  awhile  ago  that  interested  me.  You  said  they 
bull  the  market. 

Mr.  Evans.  The  speculators,  I  said. 

Mr.  Jones.  As  a  matter  of  fact,  the  lambs  are  the  suckers  in  the  market? 

Mr.  Evans.  There  are  a  lot  of  men  in  New  York  or  Chicago  that  play  the  ring 
market. 

Mr.  Clarke.  There  are  always  parasites  in  the  market. 

Mr.  Jones.  But  these  suckers  are  the  new  men,  who  do  not  understand  the  market 
and  try  to  bull  the  market. 

Mr.  Evans.  Yes. 

Mr.  Jones.  And  does  that  not  mean  that  the  professionals  are  trying  to  suppress 
the  market? 

Mr.  Evans.  Xo;  wouldn't  you  say  this:  The  crop  which,  as  you  know,  takes  about 
12  months  to  raise  it,  and  we  try  to  market  it  in  about  two  months.  In  October  and 
November  there  are  thousands  of  bales  that  are  sold.  The  merchants,  like  me,  take 
that  cotton  and  buy  it  and  cany  it  along  with  the  hope  of  making  a  reasonable  profit 
out  of  it.  If  the  market  is  going  up  all  the  time,  and  he  continues  to  buy — I  buy 
spots,  and  sell  them.  Last  year  I  paid  22  cents.  Last  year  I  did  about  the  same  thing 
in  the  interior  of  Texas.  It  enabled  every  man  to  get  a  good  price  for  his  cotton — 
everybody  was  satisfied,  except  the  unlucky  speculator. 

Mr.  Jones.  I  appreciate  the  advantage  of  having  it  carried  over  and  spread  the 
supply  all  over  the  year,  when  it  is  all  sold  in  a  few  months.     I  apppreciate  that. 

Mr.  Evans.  The  professionals  will  buy  and  speculate. 

Mr.  Jones.  The  professionals  being  lambs  or  bears  or  bulls? 

Mr.  Sanders.  The  professionals  in  Xew  Orleans  are  always  bulls. 

Mr.  Evans.  There  seems  to  be  more  speculative  buying  and  selling  in  the  aggregate. 
You  know,  it  takes  a  lot  of  money  to  run  these  exchanges.  A  lot  of  it  goes  into  the 
expenses  of  the  brokers.  It  seems  to  me  these  brokers — and  I  have  been  in  the  ring 
and  watched  them;  if  it  goes  up  it  is  all  right,  and  if  it  goes  down,  all  right.  The 
money  that  goes  into  the  kitty  is  thousands  of  dollars. 

Everybody  in  Texas  got  bullish  last  year  and  bought  cotton.  There  were  lawyers 
and  doctors,  friends  of  mine,  who  came  down  to  me  and  would  say,  "I  want  to  buy 
cotton. "  I  would  say,  "Why  don't  you  go  and  buy  it?"  And  they  would  say,  "I 
don't  want  to  be  known  in  it.     I  want  you  to  buy  it,  I  want  to  buy  through  you. '"' 

Mr.  Lazaro.  One  more  question  and  then  I  shall  have  finished  on  this,  because  I 
want  to  bring  out  certain  points  on  what  I  have  read  in  the  Senator's  speech,  and  I 
would  like  to  have  your  opinion  on  that  speech.     The  third  point  is  this  [reading]: 

"The  complaint  I  make  about  it  is  this:  As  I  said,  in  1919  we  made  less  than  12,000,- 

000  bales  of  cotton,  yet  on  the  Xew  York  and  Xew  Orleans  exchanges  alone  they  sold 
over  104,860  bales.  We  do  not  know  how  many  contracts  were  sold  in  Lh'erpool,  in 
Bremen,  in  Japan,  and  other  countries  of  the  world.  There  are  about  151,000,000 
spindles  in  the  world;  of  these  there  are  in  the  United  States  about  34.000,000,  and 
in  England  about  59,000,000  spindles.  In  Liverpool,  for  instance — England  does  not 
raise  a  bale  of  cotton — they  have  not  any  actual  cotton  to  sell,  yet  they  have  this  great 
exchange  that  has  grown  up  there  not  only  buying  cotton  to  supply  their  own  demands 
but  reselling  to  Germany  and  Austria  and  various  other  countries  of  the  world.  Under 
the  provisions  of  the  existing  law  they  can  sell  this  paper  cotton  just  like  this  man  sold 
the  other  day  in  Xew  York.  They  have  not  a  bale  of  real  cotton,  but  they  sell  spurious 
cotton,  paper  cotton,  watered  cotton,  counterfeit  cotton,  or  whatever  you  may  be 
pleased  to  call  it.  " 

Xow,  that  is  the  third  point  in  that  speech  I  want  to  call  your  attention  to,  the 
effect  of  this  large  future  sale  on  the  spot  market. 

Mr.  Evans.  Xow,  we  will  say  there  is  ten  times — and  I  dare  say  his  figures  are  cor- 
rect, because  I  think  he  got  them  from  the  Treasury  Department,  who  have  to  have 
them  for  taxation  purposes.  Assume  they  are  correct.  That  would  be,  roughly, 
nine  times  the  number  of  bales  actually  grown  and  sold.  You  must  remember  there 
are  a  lot  of  transactions  around  a  single  bale  of  cotton.  For  instance,  I  sell  in  May — 
have  my  May  sold,  and  sometimes  I  transfer  three  times  on  a  single  bale  of  cotton. 
When  that  cotton  is  sold  by  me,  as  is  frequently  the  case,  somebody  wants  to  buy  it 
that  is  not  a  spinner;  he  buys  it  in  Liverpool  and  sells  a  hedge  against  it.     Therefore, 

1  can  conceive  a  legitimate  operation  where  the  same  bale  of  cotton  was  bought  and 
sold  several  times.  But  we  can't  get  away  from  the  fact,  gentlemen,  that  of  that  100,- 
000,000  bales  a  large  percentage  of  it  is  speculative.  And  the  speculator  loses,  some- 
times, and  millions  of  dollars  go  into  the  wires.     But  these  brokers  do  not  seem  to  be 
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suffering  very  much;  they  are  driving  large  Pierce- Arrows,  and  the  speculator,  whether 
a  bull  or  a  bear,  in  the  long  run  he  pays. 

But  getting  back  to  the  fundamental  fact  that  we  are  here  considering  the  farmers' 
needs  first.  I  believe  in  having  the  exchanges,  for  he  gets  more,  and  a  good  deal  more, 
for  his  product — I  can  not  say  $5  or  $10  more,  but  he  gets  many  dollars  more.  And  any 
merchant  who  is  a  spot  merchant  will  buy  a  small  amount,  because  he  is  absolutely 
secure,  whereas  if  he  did  not  have  a  future  he  could  not  do  it.  That  commodity  could 
not  be  given  away. 

I  want  to  thank  you,  gentlemen,  and  I  apologize  for  having  imposed  on  you  so  long. 

Mr.  Lazaro.  Do  you  not  think  the  time  will  come  when  a  man  will  have  an  oppor- 
tunity to  put  his  cotton  into  a  United  States  bonded  warehouse? 

Mr.  Evans.  By  all  means. 

Mr.  Lazaro.  Where  it  will  be  graded? 

Mr.  Evans.  Yes,  sir. 

Mr.  Lazaro.  And  be  sure  of  his  money? 

Mr.  Evans.  Yes;  that  is  what  we  need  to-day.  Now,  that  man  has  to  bring  it  to 
a  big  warehouse  at  Atlanta,  or  Savannah,  or  Memphis,  or  some  place  where  it  is  prop- 
erly warehoused  before  he  can  get  any  value  on  it,  because  no  man  wants  to  take  a 
chance  on  it  if  it  is  left  out  in  the  weather  and  to  the  hazard  of  fire  and  theft. 

Mr.  Lazaro.  And  is  it  not  true,  too,  that  his  cotton  ought  to  be  graded  by  a  man 
who  is  not  a  buyer  or  a  seller? 

Mr.  Evans.  Yes,  sir. 

Mr.  Rainey.  The  broker  you  spoke  of  who  drives  around  in  his  Pierce-Arrow,  he 
performs  no  function  at  all. 

Mr.  Evans.  They  are  good  fellows.  I  am  not  prepared  to  say  they  do  not  earn  their 
money.     They  have  fine  crop  reporting  bureaus,  and  give  you  good  service. 

Mr.  Rainey.  And  they  perform  the  usual  function? 

Mr.  Evans.  They  do,  and  they  perform  a  very  useful  function,  so  far  as  the  spot 
dealer  is  concerned.  But  in  speculation,  you  go  into  a  cotton  market,  or  a  grain 
market,  or  a  stock  market,  and  attempt  to  beat  that  game,  and  you  will  come  out  a 
sadder  and  wiser  man. 

Mr.  Rainey.  And  somewhat  poorer. 

Mr.  Evans.  Yes. 

Mr.  Voigt.  I  would  like  to  ask  you:  You  bought  370  bales  from  one  man? 

Mr.  Evans.  Yes,  sir. 

Mr.  Voigt.  That  is  what  you  said  awhile  ago? 

Mr.  Evans.  Yes,  sir. 

Mr.  Voigt.  Was  that  man  a  bear? 

Mr.  Evans.  No;  he  was  a  factor — a  merchant — what  we  call  in  the  South  a  factor. 
He  has  a  good  warehouse,  display  room,  and  plenty  of  credit,  who  advances  money  to 
the  interior  grower.  This  happens  many  times.  A  man  that  has  cotton  that  is  going 
bad,  and  he  has  no  place  to  hold  it,  and  no  place  to  store  it,  and  consequently  he  must 
have  a  place  to  put  it.  What  does  he  do?  He  ships  it  to  a  commission  merchant,  to 
Houston,  or  Memphis,  or  Galveston;  they  are  all  points,  towns  that  receive  a  lot  of  that 
cotton. 

Mr.  Voigt.  Then  this  man  that  offered  the  370  bales  had  collected  this  from  several 
country  merchants? 

Mr.  Evans.  From  one  merchant,  maybe.  It  was  not  a  distress  sale,  perhaps,  but 
was  collected  from  the  farmers. 

Mr.  Voigt.  Now,  did  this  factor  who  had  this  cotton  have  that  370  bales  hedged? 

Mr.  Evans.  No;  only — well,  Mr.  Barrett  testified — he  is  from  Georgia — he  testified 
that  he  is  a  factor.  I  am  from  Texas,  and  Texas  normally  produces  3,500,000  bales, 
and  I  don't  believe  that  the  factor  hedges  1  per  cent  of  that. 

Mr.  Voigt.  Right  there:  When  the  country  merchant  buys  up  this  cotton,  which 
ultimately  comes  into  your  hands,  is  he  not  obliged  to  pay  a  lower  price  for  it,  because 
he  does  not  hedge? 

Mr.  Evans.  No;  he  does  this — the  average  country  merchant  does  this:  He  calls 
me  up.  I  have  my  private  phone.  I  sit  down  at  the  end  of  the  day  during  the  crop 
marketing  period,  and  we  have  regular  customers  and  send  out  40  or  50  code  telegrams. 
The  price  at  Houston  is  16  cents,  and  I  pay  him  15|— within  one-eighth,  because  it 
costs  me  a  little — using  one-eighth — that  is  the  common  variation,  landed  at  Houston. 
He  takes  the  freight,  and  figures  what  he  can  give ;  but  what  happens?  This  Bohemia  n 
comes  around  and  says,  What  are  you  paying  here  to-day?  And  I  say,  L5  coins. 
He  shakes  his  head,  and  goes  away.  They  all  want  his  trade,  and  the  result  is  that 
he  gets  more.  1  have  had  them  tell  me  every  year  they  lose  money  on  their  cotton, 
because  thay  have  to  do  it  because  of  the  character  of  the  competition.  They  pay 
more  than  they  sell  to  me  for. 
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Mr.  Voigt.  Then  this  customer  is  informed  by  you  what  he  can  pay? 

Mr.  Evans.  He  is  informed  by  me.  He  wires  me  at  6  o'clock  to  book  20  bales.  I 
am  talking  now  about  the  small  markets,  not  the  big  markets,  where  they  deal  in 
hundreds. 

Mr.  Voigt.  But  you  can  not  sell  that  then  until  the  next  morning? 

Mr.  Evans.  I  have  two  options  on  that.  If  I  believe  that  the  next  day  it  is  going  to 
open  up  better,  I  can  sell  futures  for  the  next  day.  If  I  can  see  no  advantage  in  that. 
I  can  wait  until  the  next  day.  No  human  being  would  be  even  one  day  with  the  next; 
he  will  be  either  long  or  short.  But  that  will  average  out  if  he  forgets  about  it  and 
goes  on. 

Mr.  Voigt.  What  I  want  to  get  at  is,  you  can  pay  him  15|. . 

Mr.  Evans.  Yes. 

Mr.  Voigt.  And  he  wires  you  to  sell  it? 

Mr.  Evans.  Yes. 

Mr.  Voigt.  And  you  have  sold  it,  say,  that  morning. 

Mr.  Evans.  Houston  is  the  biggest  market  there  is.  But  every  day  I  take  some 
hazard  between  the  closing  of  the  market  one  day  and  the  opening  of  the  next,  but 
anybody  who  knows  anything  about  that  knows  that  if  you  disregard  that  and  go  ahead 
it  will  break  about  even.  It  will  open  up  one  day  one  way  and  the  next  a  little  dif- 
ferently. There  is  where  he  gets  even.  In  the  morning  he  buys  20  bales,  but  it 
goes  down,  and  he  calls  me  in  the  evening  and  says,  "What  do  you  think  of  the  mar- 
ket?" We  say,  "We  haven't  any  opinion,  but  it  might  go  back  to-morrow."  He 
says,  "I  believe  I  will  hold  over."  And  the  next  day  he  buys  20  more,  and  then  he 
keeps  on  buying  in  small  lots  until  he  will  have  several  hundred  bales,  and  then  he 
ships  to  this  factor,  and  that  is  where  they  get  their  market.  It  is  rank  speculation, 
so  far  as  the  merchant  is  concerned. 

Mr.  Aswell.  The  merchant  is  not  interested  in  the  price. 

Mr.  Evans.  Not  at  all.  He  simply  makes  a  reasonable  advance  on  it  and  puts  it 
in  the  warehouse,  and  looks  after  it  for  fire,  and  theft,  and  so  on.  And  then  he  performs 
this  service.  And  then  when  he  gets  ready  to  sell — if  you  had  a  horse,  you  might  sell 
it  to  your  neighbor  for  $100,  but  if  you  took  that  horse  to  the  county  fair,  you  might 
get  $150  for  him. 

The  Chairman.  The  question  here  is  on  restricting  the  grades  on  the  contract. 

Mr.  Evans.  Yes;  that  is  all. 

The  Chairman.  Now,  you  think  it  should  stay  at  the  10  grades? 

Mr.  Evans.  I  do.  If  anything,  I  should  say  you  could  put  one  or  two  more  in  with 
benefit  to  yourselves.  I  think  that  view  is  taken  by  the  Bureau  of  Markets.  I  am 
not  authorized  to  speak  for  them. 

The  Chairman.  But  the  grades  were  reduced  from  20  to  10>  and  there  were 

Mr.  Evans  (interposing).  The  whole  situation  was  benefited  by  cutting  out  what 
Mr.  Barrett  called  dog-tail.     That  is  not  the  spinnable. 

The  Chairman.  You  say  there  are  a  lot  of  grades  outside  of  the  10  that  can  be  used? 

Mr.  Evans.  They  are  spotted  and  tinged,  but  we  sell  them  every  day;  but  you 
can  deliver  them  on  contract. 

The  Chairman.  You  think  they  should  not  be  outlawed  on  contract? 

Mr.  Evans.  It  could  not  be  done.  The  future  contract  must  have  liquidity.  If 
you  did  that,  you  would  bottle  it  up,  and  your  exchanges  would  dry  up  and  blow 
away.  I  could  not  use  them  on  the  exchanges,  but  buying  in  small  lots  and  selling 
futures  against  it,  I  can.  I  can  not  sell  Mr.  Dial  something  he  does  not  want,  knowing 
that  he  would  ask  for  something  different  on  his  contract.     I  would  be  broke  in  no  time. 

The  Chairman.  How  much  is  excluded;  how  much  is  excluded  because  not  within 
the  10  grades? 

Mr.  Evans.  That  depends  largely  on  the  quality  of  the  picking  season. 

The  Chairman.  Well,  the  general  run? 

Mr.  Evans.  This  year  we  had  a  phenomenal  crop  year;  this  year  I  should  say  80 
per  cent  of  it  goes  under  the  contract. 

The  Chairman.  What  is  the  average  run? 

Mr.  Evans.  I  should  say  that  the  average  run  is  not  more  than  55  or  60  per  cent. 
Is  that  about  right,  Mr.  Meadows? 

Mr.  W.  R.  Meadows,  of  the  Bureau  of  Markets,  Department  of  Agriculture.  I  think 
it  is  somewhat  higher  than  that.  You  speak  of  the  whole  crop.  I  think  it  is  a  little 
higher. 

Mr.  Evans.  How  much  would  it  be? 

Mr.  Meadows.  This  year  85  or  90  per  cent. 

Mr.  Evans.  You  are  bringing  this  to  spot  and  middling  low? 

Mr.  Meadows.  We  try  to  grade  this  down  to  strict  low  and  cotton  middlings.  We 
put  in  all  we  can. 
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Mr.  Evans.  What  would  you  say  was  the  average  year  after  year? 

Mr.  Meadows.  Seventy-five  or  eighty  per  cent. 

The  Chairman.  What  is  your  suggestion  as  to  dividing  it  into  several  classes? 

Mr.  Evans.  One,  two,  three,  and  four? 

The  Chairman.  It  has  been  suggested  putting  the  long -staple  grades  into  one  class 
and  dividing  the  other  20  grades  in  two,  thus  dividing  it  into  three  classes. 

Mr.  Evans.  I  don't  think  it  is  feasible  in  staple  cotton.  You  know,  one-sixteenth 
of  an  inch  variation  in  cotton  means  a  tremendous  variation  in  value. 

The  Chairman.  There  is  a  bill  pending  now  before  this  committee  suggesting  add- 
ing the  long-staple  cotton  to  the  grades  deliverable  on  the  contract,  or  to  put  it  into 
a  class  by  itself. 

Mr.  Evans.  Making  certain  values  for  that? 

The  Chairman.  It  would  have  to  be  sold  and  bought  in  a  separate  ring;  in  a  class 
by  itself. 

Mr.  Evans.  The  long  staple  crop  is  a  very  small  per  cent.  I  don't  think  it  is  feasible 
and  I  don't  believe  the  people  of  the  trade  would  trade  in  it,  or  that  it  would  serve 
any  commercial  purpose. 

The  Chairman.  I  understand  then  you  would  be  opposed  to  it? 

Mr.  Evans.  No,  not  opposed  to  it. 

The  Chairman.  But  you  do  not  think  it  is  practical? 

Mr.  Evans.  Not  practical,  or  necessary.  If  anybody  wants  it,  I  do  not  object. 
There  are  a  few  growers  in  the  Salt  Valley,  and  around  in  California,  and  a  little  Sea 
Island  cotton,  and  a  little  Bender  cotton,  but  it  would  not  benefit  anybody. 

The  Chairman.  If  that  grade  was  to  go  in,  should  it  go  with  the  10  grades,  or  should 
it  be  set  off  into  a  class  by  itself? 

Mr.  Evans.  I  would  divorce  it  from  the  Smith-Lever  law.  I  mean  so  far  as  the 
grades  are  concerned.  I  would  set  up  separate  standards  and  grades.  The  two  are 
not  related  at  all.    It  is  a  good  deal  like  buttermilk  and  milk. 

The  Chairman.  If  it  is  done,  would  it  be  advisable  to  include  it  in  grades  deliver- 
able on  contract  provided  for  and  under  the  same  rules  and  regulations? 

Mr.  Evans.  I  would  like  to  see  your  contract  broadened  or  a  new  group  put  in  there. 
I  would  not  like  to  see  cotton  deliverable  that  is  not  staple,  but  I  think  you  can  broaden 
it  with  benefit  to  the  whole  situation. 

The  Chairman.  We  narrowed  it  down. 

Mr.  Evans.  Yes;  you  narrowed  it  down  a  good  deal.  I  think  it  might  well  be 
broadened.    I  am  not  contending  for  it,  because 

The  Chairman  (interposing) .  I  think  there  is  a  good  deal  in  the  contention  that  one 
is  entitled  to  exactly  what  he  bargains  for;  but,  after  all,  if  we  have  speculation  and  it 
is  necessary  to  encourage  speculation  to  furnish  a  market  for  the  cotton — if  it  is  neces- 
sary to  do  that,  then  the  question  is  to  what  extent  should  we  go;  is  the  10  grades  the 
exact  number  that  should  be  included,  or  should  it  be  restricted? 

Mr.  Evans.  I  would  say  it  should  be  broadened  slightly;  as  much  as  two  grades. 
That  is  my  personal  opinion.  I  have  never  discussed  it  with  many  people,  but  those 
I  have  spoken  to  are  of  that  opinion;  it  would  make  your  contract  better  to  include 
certain  grades  which  are  excluded. 

Mr.  Aswell.  Higher  or  lower? 

Mr.  Evans.  I  could  name  you  four  of  them  that  hardly  exist.  You  are  really 
trading  in  about  six  grades.    Is  that  not  so,  Mr.  Meadows? 

Mr.  Meadows.  About  that. 

The  Chairman.  If  only  6  grades  are  delivered  on  the  contract,  why  is  it  necessarv 
to  have  10? 

Mr.  Meadows.  Ten  grades  are  deliverable,  but  only  six  or  seven  grades  are  actually 
delivered  in  large  quantities. 

The  Chairman.  What  are  the  four  grades? 

Mr.  Meadows.  Strict  good  middling;  such  good  cotton  that  no  one  delivers  it  on 
the  contract. 

Mr.  Jones.  Now,  if  the  buyer  were  permitted  to  dictate  half  of  the  grades  would 
he  not  select  those  grades? 

Mr.  Evans.  There  is  no  cotton  merchant  in  the  country  who  would  be  willing  to 
enter  into  such  a  contract.  But  about  narrowing  that  contract.  I  said  some  time 
ago,  when  you  were  not  here,  we  buy  all  these  grades.  Now.  he  asks  us  what  grades 
we  buy.  It  can  not  be  done;  it  can  not  be  told.  We  do  not  know  what  grades  we 
are  going  to  have.  But  you  gentlemen  say,  all  right,  we  will  work  that  out.  Have 
one  grade,  or  have  two  grades.  But  there  wouldn't  be  a  spinner  in  all  South  Caro- 
lina of  that  cotton,  because  it  is  bought  on  grade.  A  man  who  spins  inch  cotton, 
would  not  have  inch  and  one-eighth  cotton.  And  you  take  these  spinners  of  line 
counts,  particularly  in  Rhode  Island  and  Massachusetts,  if  you  talk  about  shipping 
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them  what  you  please,  they  would  throw  up  their  hands  in  holy  horror.  I  have 
never  seen  or  heard  a  more  impracticable  suggestion  than  this  he  proposes. 

The  Chairman.  The  contract  specifies  the  grades. 

Mr.  Evans.  It  does,  but  it  specifies  staple.  I  have  been  in  the  business  20  years, 
and  I  have  tried  to  learn  something  about  it. 

Mr.  Lazaro.  Explain  what  staple  means. 

Mr.  Evans.  The  length  of  the  fiber  itself. 

The  Chairman.  For  instance,  if  seven-eighths  is  required  and  if  1  inch  is  tendered, 
would  the  buyer  have  to  take  that  grade? 

Mr.  Evans.  He  would,  and  he  wouldn't  take  that  chance. 

The  Chairman.  How  does  he  get  out  on  his  contract?  He  has  to  buy  and  sell 
on  contract  and  then  buy  on  the  spot  market  the  grade  required. 

Mr.  Evans.  As  long  as  he  has  this  market,  he  can  buy  and  sell  at  will. 

The  Chairman.  How  does  he  come  out  on  that;  does  the  difference  fixed  reflect 
the  actual  commercial  difference? 

Mr.  Evans.  It  does. 

The  Chairman.  It  does? 

Mr.  Evans.  In  nine  times  out  of  ten,  when  futures  go  up  spots  go  up.  Some- 
times a  finished  product  does  not  come  through  for  10  months.  I  do  not  always 
want  to  buy  his  futures  from  him.  It  involves  his  buying  his  cotton  for  future  use. 
He  may  want  to  buy  a  thousand  bales  for  July,  but  this  transaction  may  occur  in 
January,  and  then  in  June  he  needs  some  of  this  cotton.  He  does  not  need  the  entire 
thousand  bales,  but  he  calls  on  me  and  wants  250  bales,  of  inch  long  cotton,  of  cer- 
tain specifications.  That  has  been  all  thrashed  out,  and  I  understand  what  he  wants, 
and  he  understands.  I  say,  "All  right,  I  will  ship  you  250  bales  at  17  cents."  And 
we  trade.  He  says,  "  Fix  the  price  at  close."  He  immediately  wires  to  New  Orleans 
and  says,  °  Sell  200  to  my  account/ '  He  includes  his  future  transaction,  and  normally 
there  won't  be  a  variation  that  amounts  to  anything  between  the  two. 

The  Chairman.  One  contention  is  that  the  market  and  difference  fixed  are  being 
manipulated  to  the  disadvantage  of  the  outsider;  that  he  is  compelled  to  sell  his  future 
at  a  disadvantage. 

Mr.  Evans.  That  would  have  to  be  manipulated  coming  and  going. 

The  Chairman.  Is  there  much  of  that? 

Mr.  Evans.  No;  I  think  not. 

The  Chairman.  You  are  an  experienced  man,  and  I  am  asking  you  so  that  we  may 
know  the  facts;  let  us  have  for  the  record  your  candid  opinion  about  it. 

Mr.  Evans.  If  you  have  an  excited  market,  and  people  buying  and  selling  specula- 
tively, it  advances  too  fast.  If  you  have  some  unusual  conditions,  like  we  have  had 
in  the  past,  it  will  give  everybody  a  feeling  that  all  was  not  going  well,  and  then  you 
have  undue  conditions.  There  have  been  instances  of  putting  the  market  up  or  down 
too  much,  but  this  can  be  checked  up  by  any  students  of  economics  in  the  world, 
that  the  law  of  supply  and  demand  governs  the  price  of  corn,  and  wheat,  and  every 
other  commodity  that  is  speculated  in.  If  there  is  too  much,  it  goes  down;  and  if 
there  is  too  little,  it  goes  up.  You  can  manipulate  it  for  a  week  or  so,  but,  after  all, 
the  law  of  supply  and  demand  prevails  in  the  long  run. 

The  Chairman.  I  had  reference  to  the  commercial  differences  fixed  by  the  ex- 
changes. 

Mr.  Evans.  They  are  absolutely  honest.  And  Mr.  Meadows,  when  I  was  president 
of  our  market,  used  to  come  down  there  every  two  months;  and  we  had  a  committee 
composed  of  members  of  the  exchange  and  cotton  merchants,  and  we  used  to  debate 
these  things.  These  committees  are  alternated  under  our  rules.  And  the  president 
goes  in  and  consults  with  them;  and  the  secretary  is  there,  and  the  representatives  of 
the  Bureau  of  Markets  comes  down,  and  every  day  those  values  are  fixed.  They  do 
not  change  very  fast. 

The  Chairman.  But  are  they  absolute  commercial  differences? 

Mr.  Evans.  They  are  absolutely  the  commercial  differences  existing  in  that  market, 
within  reason.  You  can  not  split  a  penny.  Mr.  Meadows  will  come  down  to  our 
markets  and  say.  "Well,  I  notice  your  low  middling  is  2  cents  off."  But  he  will 
find  invariably  those  two  prices  sell  honestly.  I  can  not  answer  for  any  but  the  Texas 
markets,  but  I  say  that  they  represent  actual  values  in  all  those  markets. 

Mr.  Aswell.  The  Bureau  of  Markets  would  not  permit  anything  else? 

Mr.  Evans.  No. 

Mr.  Meadows.  We  have  found  that  conditions  this  season  have  not  been  criticized 
at  all.     I  think  the  conditions  are  corrected. 

Mr.  Aswell.  Have  you  had  any  refusals  to  comply  with  your  requests? 

Mr.  Meadows.  Sometimes  I  have  had  to  go  and  stay  three  days  at  a  place  to  get 
the  conditions  corrected. 
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Mr.  Aswell.  Did  you  have  any  authority  to  compel  compliance  with  your  requests? 

Mr.  Meadows.  We  rest  back  on  our  10-part  market.  That  is  a  pretty  good  way  to 
get  at  it.  And  speaking  as  a  Government  agency,  and  traveling  as  a  Government  man, 
we  prefer  to  trust  such  men  as  Mr.  Evans,  who  is  well  posted  in  cotton  and  its  market; 
and  when  he  agrees  on  what  a  price  is,  we  are  rather  loath  to  press  it  too  far. 

Mr.  Aswell.  Do  they  cooperate  with  you? 

Mr.  Meadows.  Yes;  Houston  is  one  of  those  that  cooperate. 

Mr.  Evans.  We  have  never  had  any  trouble. 

Mr.  Meadows.  We  have  never  had  any  trouble  with  them. 

Mr.  Aswell.  How  about  the  New  Orleans  market? 

Mr.  Meadows.  That  is  on  a  different  basis.  We  have  one  man  that  goes  there,  and 
then  they  have  a  committee  that  is  a  paid  committee,  with  no  interest  in  the  market 
at  all,  to  go  through  the  market,  and  we  think  it  is  as  accurate  a  guide  as  any  market 
we  have. 

The  Chairman.  I  understand  that  an  appeal  to  the  Secretarv  may  be  taken. 

Mr.  Meadows.  There  is  very  little  appeal  to  the  Secretarv  from  the  office  I  work 
in.  In  this  office  in  which  I  work,  if  there  is  any  complaint,  we  send  a  man  out 
every  few  months,  and  we  take  it  up  wherever  there  is  a  discrepancy. 

The  Chairman.  And  bring  them  all  together? 

Mr.  Meadows.  Yes,  sir. 

The  Chairman.  And  harmonize? 

Mr.  Meadows.  Yes;  and  they  report  from  New  Orleans  and  from  New  York.  And 
they  also  send  reports  to  the  Department  of  Agriculture  at  Washington.  And  on  the 
New  York  market,  in  case  it  gets  out  of  line,  we  take  it  up  with  New  York  market 
and  get  it  adjusted.     Sometimes  it  is  our  error  and  sometimes  theirs. 

The  Chairman.  In  case  of  an  appeal,  to  what  extent  does  the  department  inves- 
tigate? 

Mr.  Meadows.  Sometimes  I  go  myself  and  sometimes  I  send  another  man.  We  go 
there  and  ask  for  the  truth  in  quotations.     We  never  ask  for  anything  but  the  truth. 

The  Chairman.  I  mean  to  what  extent  does  the  department  investigate  as  to 
commercial  difference  in  spot  markets? 

Mr.  Meadows.  We  have  men — myself  being  one,  and  another  man — who  go  around 
and  investigate.     We  get  daily  quotations  from  those  markets. 

The  Chairman.  You  represent  the  department? 

Mr.  Meadows.  We  represent  the  department  and  we  keep  an  eagle  eye  on  these 
quotations  every  day,  to  see  that  there  is  no  discrepancy,  and  to  see  if  there  is  any 
discrepancy  that  we  can  discover.  And  we  also  have  a  man  in  the  field,  and  we  have 
them  go  around  to  see  what  is  wrong. 

The  Chairman.  And  then  the  department  indicates  what  the  difference  should  be? 

Mr.  Meadows.  We  do  not  indicate.  We  ask  for  the  truth  as  reflected  from  the 
cash  sales  in  that  market.  I  think  all  of  you  understand  that.  And  when  we  get 
the  truth  we  stop  on  that. 

The  Chairman.  The  difference  arrived  at  reflects  the  actual  conditions? 

Mr.  Meadows.  The  actual  commercial  differences  prevailing  in  10  markets.  No 
question  has  been  raised  at  all  this  season.  What  I  was  saying  a  while  ago  about  going 
and  staying  three  days  at  a  place  was  years  ago,  when  there  was  some  difficulty. 

The  Chairman.  Kindly  give  the  number  of  spot  markets. 

Mr.  Meadows.  There  are  10  we  cooperate  with.  There  are  four  or  five  others  that 
might  be  added.  In  addition  to  that,  there  are  spot  markets  in  every  primary  market 
in  the  South.  If  you  get  them  all  in  you  would  have  a  thousand,  I  think.  There  are 
10  we  cooperate  with  outright,  and  use  the  statements  of  differences  in  New  York. 

Mr.  Aswell.  Those  10  have  a  great  influence  on  the  market. 

Mr.  Meadows.  Yes. 

The  Chairman.  The  others  are  not  large  or  important. 

Mr.  Meadows.  There  are  some  like  Atlanta  and  Fort  Worth  that  we  have  to  recog- 
nize. We  might  have  recognized  some  others  if  they  had  been  willing  to  cooperate 
with  us.  For  instance,  Paris,  Tex.,  is  a  market  larger  than  Montgomery,  Ala.  But 
we  prefer  to  keep  on  with  Montgomery,  which  is  rather  a  small  market,  to  get  the  best 
distribution  throughout  the  South.  We  start  with  Norfolk,  and  Augusta.  Savannah, 
New  Orleans,  Memphis,  Montgomery,  Little  Rock,  Dallas,  Houston,  and  Galveston 
are  the  10. 

The  Chairman.  To  what  extent  did  the  last  amendment,  restricting  the  market, 
affect  the  market? 

Mr.  Meadows.  The  last  amendment;  that  is,  the  amendment  of  March  4,  L919? 

The  Chairman.  Yes;  restricting  the  grades. 
_  Mr.  Meadows.  It  restricted  the  grades  to  10.     Before  that  there  had  been  20  de- 
liverable.    And  then  10  were  eliminated,  and  left  the  10  higher  grades. 
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The  I  hairman.  How  did  that  affect  the  market'? 

Mr.  Meadows.  At  the  time  of  the  passage  of  that  amendment  futures  were  at  a 
discount  of  5  or  6  cents  a  pound.  Within  60  days  they  went  back  practically  to  a 
parity  and  stayed  on  a  parity  for  a  long  time. 

The  Chairman.  Did  I  understand  you  to  say  it  affected  the  market  5  cents  a  pound? 

Mr.  Meadows.  You  understand  that  change  was  made  at  a  time  when  the  cotton 
market  was  absolutely  dead.  It  was  after  the  armistice,  and  at  that  time  had  sagged 
several  cents  a  pound,  and  it  approached  the  value 

The  Chairman  'interposing  > .  Immediately  after  the  passage  of  the  bill? 

Mr.  Meadows.  Shortly  after:  within  60  days. 

The  Chairman*.  It  really  affected  the  future  market  about  5  cents  a  pound? 

Mr.  Meadows.  I  would  say  so.     There  are  other  cotton  men  here  who  know. 

Mr.  Evans.  I  think  futures  were  about  a  cent. 

Mr.  Meadows.  But  that  was  following  the  armistice.  When  business  got  good  it 
functioned  for  a  while. 

The  Chairman.  My  question  was  to  what  extent  if  affected  the  market. 

Mr.  Meadows.  That  is  hard  to  say.  I  tried  to  give  the  outright  effect  on  the  market. 
My  recollection  is  it  was  around  17  cents  a  pound  when  the  change  was  made,  and 
following  that  it  went  up  as  high  as  43  cents  a  pound,  but  I  don't  think  it  all  did. 

The  Chairman.  I  had  reference  to  the  immediate  future. 

Mr.  Meadows.  I  think  4  or  5  cents  a  pound. 

Mr.  Lazaro.  Will  you  permit  me  to  make  a  statement? 

The  Chairman.  Yes.  certainly. 

Mr.  Lazaro.  I  sell  cotton  every  year.  It  is  my  only  money  crop.  The  drop  in 
cotton  immediately  following  the  war  was  due  mainly  to  the  fact  that  we  had  no  ships 
to  earn-  our  cotton  to  the  ports  where  there  was  a  demand  for  cotton.  Of  course, 
following  that  the  cotton  exchanges  were  closed,  and  that  created  a  stir  among  the 
farmers,  and  those  men  who  wanted  to  destroy  the  exchanees  came  back  and  said 
they  wanted  the  legitimate  speculation:  they  wanted  the  exchanges  saved.  So  far  as 
this  change  in  price  was  concerned,  we  loaned  these  people  money,  and  then  they 
were  able  to  buy  our  cotton,  and  that  is  all  there  is  to  it. 

Mr.  Jones.  When  we  restricted  these  grades,  what  became  of  the  lower  grades? 

Mr.  Meadows.  Even  the  middling  was  included  in  the  tenderable  grades.  Middling 
got  as  low  as  S5  a  bale  at  one  time.  There  was  no  demand  for  low-grade  cotton  at  one 
time.  But  that  is  changed.  That  was  due  to  two  causes.  Our  outlet  in  Germany 
was  shut  off  entirely,  and  there  were  orders  placed  through  the  War  Department  which 
specified  high  grade,  and  the  mills  specified  that. 

Mr.  Lazaro.  And  low  grades  might  have  been  used? 

Mr.  Meadows.  It  might  have  been  used.  The  consequence  was  we  had  an  abun- 
dance of  low  grade.     But  those  have  gone  into  consumption. 

Mr.  Evans.  I  would  like  to  say  this  in  that  connection.  The  mills  were  making 
such  enormous  profits  that  they  did  not  figure  these  slight  differences  any  more.  The 
help  was  so  independent  that  they  say.  "We  won't  work  any  more  in  low  grade. :* 

The  Chairman.  But  here  we  have  legislation  excluding  10  grades,  depressing  the 
price  10  cents  a  pound 

Mr.  Meadows  (interposing!.  I  did  not  mean  to  say  that  the  price  was  depressed 
10  cents. 

The  Chairman.  You  said  it  went  down  10  cents  a  pound? 

Mr.  Meadows.  The  one  that  went  down  10  cents  was  middlings — common  mid- 
dlings: the  ordinary  and  strict  ordinary  was  around  10  cents.  There  was  a  surplus 
of  low-grade  cotton  at  that  time,  and  the  people  would  not  take  it  at  a  big  discount. 

The  Chairman.  Do  you  mean  the  legislation  did  not  have  any  effect  on  it? 

Mr.  Meadows.  It  did  have  some  effect. 

The  Chairman.  It  advanced  the  price,  and  also 

Mr.  Meadows  (interposing     It  advanced  the  price  of  middling. 

The  Chairman.  What  was  the  cause  of  that,  the  legislation  or  what? 

Mr.  Meadows.  The  big  profit  the  cotton  mills  were  making  was  back  of  it.  People 
were  speculating  in  cloth  as  well  as  in  cotton.  The  manufacturers  were  making 
enormous  profits,  and  therefore  they  bought  these  high  grades  and  would  not  take 
the  lower  grades,  regardless  of  the  sacrifices. 

The  Chairman.  What  I  am  trying  to  get  at  is  what  effect  did  the  legislation  have 
on  the  price  on  the  grades  excluded? 

Mr.  Meadows.  It  had  one  effect,  to  my  way  of  thinking:  it  made  middling  furores 
and  middling  spots  approach  each  other. 

The  Chairman.  Can  you  say  to  what  extent? 

Mr.  Meadows.  I  said' awhile  aeo  to  the  best  of  my  recollection,  about  5  cents. 

The  Chairman.  And  you  think  that  was  the  result  of  the  legislation? 
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Mr.  Meadows.  I  think  so. 

Mr.  Evans.  May  I  say  this:  I  accumulate  every  year  several  hundred  bales  of  low- 
grade  cotton.  As  long  as  they  were  tenderable  on  contract  I  could  deliver  them, 
but  when  they  were  outlawed  the  immediate  effect  of  that  was  that  those  grades  sold 
at  an  enormous  discount  as  compared  with  the  previous  price.  I  should  say,  if  you 
could  express  it  in  dollars,  it  would  be  an  approximation  that  the  effect  meant  as 
much  as  $10  or  $15  a  bale  on  the  grades  excluded. 

The  Chairman.  Then  if  there  was  an  advantage  of  $15  a  bale,  why  should  not  that 
be  done  now? 

Mr.  Evans.  It  seems  to  me  it  would  be  a  fine  thing. 

Mr.  Kincheloe.  Do  you  think  the  restriction  of  10  grades  when  it  was  formerly 
20  has  hurt  the  business? 

Mr.  Evans.  It  has  hurt  it  to  some  extent. 

Mr.  Kincheloe.  You  are  not  very  enthusiastic  for  Senator  Dial's  bill. 

Mr.  Evans.  That  goes  without  saying.'  The  minute  you  put  on  a  restriction  to 
enable  the  buyer  of  a  contract  to  tell  you  that  you  must  deliver  something  that  does 
not  exist  in  a  commercial  way,  you  would  eliminate  the  cotton  exchanges  of  the 
country. 

Mr.  Kincheloe.  Do  you  think  it  would  help  if  this  restriction  to  10  grades  was 
repealed? 

Mr.  Evans.  I  should  not  say  repealed,  because  you  had  some  grades  in  there  that 
were  practically  not  spinnable.  But  if  you  put  in  two  or  three  grades  now  eliminated 
under  your  standards,  I  think  it  would  help  the  producer  materially. 

Mr.  Kincheloe.  You  think  a  grade  restricted  to  13  or  14  would  be  better  than  10? 

Mr.  Evans.  That  would  be  the  ideal  contract.  I  have  talked  to  some  cotton  men 
and  they  think  that  would  be  the  ideal  contract. 

Mr.  Lazaro.  May  I  ask  a  question  in  connection  with  these  grades? 

The  Chairman.  Certainly. 

Mr.  Evans.  Yes. 

Mr.  Lazaro.  Is  it  not  true  that  in  the  country,  when  some  of  the  buyers  want  to 
buy,  and  when  there  is  cotton  that  is  in  what  we  call  in  medical  parlance  in  the 
twilight  zone — cotton  that  is  above  the  market  and  below — if  he  was  not  an  honest 
buyer,  or  figured  that  cotton  so  that  it  came  in  the  class  of  this  dog  tail,  it  would 
make  a  difference  of  $15  or  $20  a  bale? 

Mr.  Evans.  Well,  more  than  that.  If  he  is  a  man  that  seeks  to  take  advantage 
of  the  ignorance  of  the  farmer,  regardless  of  whether  it  is  deliverable  on  the  contract 
he  takes  all  the  cotton. 

Mr.  Lazaro.  It  is  due  to  that  fact. 

Mr.  Evans.  No;  it  is  due  to  the  fact  that  he  can  sell  that  to  a  reputable  merchant 
at  the  ports;  he  can  sell  it  for  what  it  is. 

Mr.  Lazaro.  But  if  he  is  not  honest  he  takes  advantage  of  the  seller,  and  the  cotton 
is  outlawed  $20  or  $25  a  bale. 

Mr.  Evans.  He  may  tell  him,  this  can  not  be  used  on  the  contract;  and  then  he 
grades  it  down.     He  uses  it  for  effect. 

Mr.  Lazaro.  But  he  uses  it? 

Mr.  Evans.  Oh,  yes.  I  am  very  much  obliged  to  you,  Mr.  Chairman,  and  in  my 
judgment,  if  you  in  any  way  impair  the  flexibility  of  the  cotton  contract  you  would 
be  doing  the  farmers  of  the  South  a  great  injury. 

The  Chairman.  We  are  much  obliged  to  you.     Who  will  be  next? 

Mr.  Aswell.  We  will  hear  Mr.  Harris. 

STATEMENT  OF  MR.  BAILEY   C.  HARRIS,  PRESIDENT  GALVESTON 
COTTON   EXCHANGE,  GALVESTON,  TEX. 

Mr.  Harris.  Mr.  Chairman,  my  name  is  Bailey  C.  Harris;  I  am  from  Galveston. 
Tex.  I  am  a  member  of  the  firm  of  Harris,  Irby  &  Biggs,  and  the  managing  partner 
for  Texas  and  Oklahoma.  I  am  president  of  the  Galveston  Cotton  Exchange,  and  have 
been  sent  here  as  a  delegate  from  that  institution.  I  have  been  sent  here  to  represent 
the  Dallas  Cotton  Exchange,  as  I  am  also  a  member  of  that  institution,  as  well  as  the 
Texas  Cotton  Association,  which  is  a  body  of  our  export  cms  and  shippers  whom  Mr. 
Evans  was  also  sent  here  to  represent. 

As  I  see  it,  there  are  merely  two  questions  to  be  considered.  The  first  question  is. 
do  we  want  to  abolish  cotton  exchanges'.1     My  answer  to  that  is  no. 

The  other  question  is,  what  effect  will  the  Dial  bill  have  upon  the  cotton  exchanges? 
I  will  give  you  my  opinion  on  that  as  a  merchant.  Our  principal  business  is  that  of 
cotton  merchants  and  exporters  and  buyers.  We  have  offices  in  New  Orleans  and 
Savannah,  and  our  head  office  in  New  York,  although  we  are  a  southern  firm.     We 
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have  selling  offices  in  Boston,  Montreal,  Bremen,  Germany;  Brussels,  Belgium, 
Havre,  France;  Milan,  Italy;  and  close  working  arrangements  in  Spain,  in  Scandi- 
navia, in  England,  and  in  Japan.  We  handle,  I  should  say,  from  250,000  to  350,000 
bales  of  cotton  per  season. 

There  are  times  in  the  spring  of  the  year  and  in  the  summer  when  our  clients,  our 
mill  friends,  wish  to  buy  cotton  for  shipment  in  September  or  October  or  November. 
The  only  condition  under  which  we  could  afford  to  sell  those  people  would  be  to 
hedge  ourselves  with  futures.  If  we  sell  them  for  forward  delivery  we  protect  our- 
selves by  buying  futures.  In  the  fall  of  the  year  when  the  cotton  comes  on  the  market 
we  buy  from  the  farmers,  the  ginners,  the  merchants,  the  factors,  and  also  more  or 
less  from  the  small  shippers  and  exporters. 

Mr.  Aswell.  Do  you  always  sell  the  futures  as  you  buy  the  spot  cotton? 

Mr.  Harris.  We  sell  the  futures  as  we  buy  the  spot  cotton. 

There  are  other  times  when  there  is  no  demand  for  cotton.  I  have  a  concrete  case 
in  mind  at  this  moment.  The  Texas  Farm  Bureau,  which  this  year  handled,  I  think, 
about  25,000  bales  of  farmers'  cotton,  are  negotiating  with  us  to  sell  quite  a  large 
block  of  cotton.  There  is  no  demand  for  that  crop.  The  only  way  in  the  world  in 
which  we  can  afford  to  buy  this  cotton  is  to  sell  futures  against  it. 

Now,  I  have  been  in  the  cotton  business  about  23  years,  17  years  of  which  time  I 
have  been  in  the  business  for  my  own  account.  Prior  to  the  passage  of  the  Smith- 
Lever  bill  of  course  you  might  say  there  were  no  regulations  as  to  the  grades  or  classifi- 
cation or  anything  alse.  The  New  York  market  was  almost  constantly  used  by  two 
or  three  of  the  big  houses  for  manipulation  purposes,  and  they  were  really  slaughtering 
the  lambs,  both  the  exporters  and  the  local  merchants  and  everybody. 

I  think  that  the  Smith-Lever  bill  is  just  about  as  near  perfect  as  you  can  get  a  bill. 
I  do  not  know  that  Mr.  Evans's  suggestion  that  it  should  take  in  perhaps  two  or  three 
grades  is  altogether  necessary,  but  I  do  not  say  that  it  would  do  any  particular  harm. 

1  would  say  that  in  no  case  would  our  firm  as  buyers  and  exporters  undertake  to  do 
any  business  and  hedge  cotton  through  the  exchanges  if  we  were  restricted  on  the 
basis  of  Senator  Dial's  bill. 

When  the  war  broke  out  in  1914,  I  think  about  the  31st  of  July,  the  New  York 
market  closed.     As  Mr.  Evans  stated  this  morning,  you  really  could  not  tell  within 

2  or  3  cents  a  pound  what  cotton  was  worth.  And  I  am  frank  to  say  that  at  the  time 
that  the  market  was  closed  our  firm  really  and  actually  made  the  first  real,  genuine 
money  we  ever  made. 

Mr.  Aswell.  Did  the  farmers  make  any  money  out  of  the  closing  of  the  New  York 
exchange? 

Mr.  Harris.  No,  sir;  they  were  absolutely  ruined  and  wrecked,  you  might  say. 

Now,  I  can  sympathize  with  the  producers,  not  only  the  cotton  producers  but  the 
wheat  producers  and  everybody  else.  I  have  lived  in  Texas  all  my  life,  and  inci- 
dentally I  have  had  a  little  experience  in  the  farming  business  in  Louisiana,  Texas, 
and  in  Oklahoma  to  the  tune  of  about  §100,000  in  the  last  three  years. 

Mr.  Aswell.  You  lost  that  much? 

Mr.  Harris.  Lost  that  much.  I  have  tried  cotton,  corn,  onions,  cabbage,  and 
almost  everything  else.     So  I  can  thoroughly  sympathize  with  the  farmer. 

Mr.  Tincher.  If  you  have  got  any  left,  you  ought  to  try  wheat. 

Mr.  Aswell.  W7ill  you  tell  us  frankly  what  effect  you  think  the  exchanges  have  on 
the  price  of  cotton  to  the  farmer?     That  is  the  thing  we  want  to  get  at. 

Mr.  Harris.  I  will  say  this  much,  Mr.  Aswell:  I  think  that  the  exchanges  are  a 
great  benefit  to  the  farmer.  I  do  not  think  there  is  any  question  in  the  world  about 
that. 

Mr.  Aswell.  Do  you  think  the  exchanges  hammer  down  the  price  that  he  gets? 

Mr.  Harris.  No;  I  do  not.  In  every  sale  you  have  to  have  a  buyer  and  a  seller. 
I  think  that  the  natural  law  of  supply  and  demand  largely  influences  prices,  and  I 
think  the  exchange  serves  to  stabilize  conditions.  In  fact,  without  the  exchange,  I 
believe  the  result  would  be  that  the  bankers  would  under  no  circumstances  lend  any 
money  to  cotton  buyers  or  exporters  unless  to  the  larger  firms  that  they  knew  were 
thoroughly  responsible  and  had  large  financial  ability. 

The  Chairman.  You  consider  it  an  insurance  against  loss,  do  you? 

Mr.  Harris.  An  insurance  against  loss;  yes,  sir.  I  remember  the  conditions  in 
1917  when  the  markets  were  closed.  Of  course  even  the  big  firms  were  having  to 
scratch  around  a  little  bit  to  get  money,  but  the  bankers  would  come  along  and  give 
the  larger  firms  credit  where  they  would  cut  off  the  little  fellow  altogether,  because 
the  banks  really  did  not  know  what  the  price  of  cotton  was. 

The  Chairman.  I  believe  you  said  a  moment  ago  you  were  considering  buying 
about  100,000  bales  of  cotton  from  the  farmers? 

Mr.  Harris.  No;  I  said  a  large  line.  When  I  left  Galveston  the  amount  was 
15,000  bales. 
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The  Chairman.  At  any  rate,  you  are  considering  buying  a  large  quantity,  and  you 
could  not  buy  it  if  you  could  not  hedge,  if  you  could  not  sell  futures.  Now,  if  you  are 
not  allowed  to  hedge  futures,  if  you  could  not  hedge  at  all,  what  difference  would  it 
make  in  the  price  you  would  pay  for  that  cotton? 

Mr.  Harris.  I  should  say  that  on  to-day's  market  we  would  be  willing  to  pay  16^ 
cents  a  pound  for  that  cotton,  basis  middling. 

The  Chairman.  Without  a  future  market? 

Mr.  Harris.  No;  with  a  future  market.  Without  a  future  market,  under  these 
conditions,  I  do  not  believe  we  would  be  willing  to  pay  more  than  8  or  10  cents  a 
pound  for  it. 

Mr.  Lazaro.  Is  it  not  true  that  the  merchant  that  sells  cotton  must  place  his  orders 
ahead  of  time? 

Mr.  Harris.  Frequently  that  is  necessary.  Of  course  we  have  what  is  called  the 
"basis";  that  is,  the  price  of  spots  as  compared  to  the  price  of  futures. 

The  Chairman.  If  it  is  of  benefit  to  the  trader  to  have  10  grades,  why  not  include 
all  of  the  grades? 

Mr.  Harris.  For  this  reason,  Mr.  Chairman:  There  is  a  greater  difference  of  opinion 
on  the  classification  of  low-grade  cotton  than  there  is  on,  perhaps,  half  a  dozen  of  the 
grades 

The  Chairman.  It  was  stated  here  that  the  price  was  depressed  10  cents  a  pound 
because  they  were  outlawed.     Now,  why  not  make  all  grades  lawful? 

Mr.  Harris.  I  disagree  with  the  reason  they  gave  for  that. 

The  Chairman.  Well,  Mr.  Barrett,  who  testified  yesterday,  said  5  cents.  The 
representative  of  the  department  said  5  cents,  and  others  have  quoted  figures  as  to 
the  benefit.     Now,  if  there  is  any  benefit  in  including  them,  why  exclude  them? 

Mr.  Aswell.  Different  sections  of  the  country  have  different  conditions  and  dif- 
ferent systems. 

The  Chairman.  But  the  grades  are  the  same. 

Mr.  Harris.  My  opinion  as  to  differences  in  grades  is  simply  this:  When  this  war 
started  freight  rates  became  high,  labor  became  dissatisfied,  and  Europe  took  this 
position 

The  Chairman.  But  that  is  a  different  thing.  Abolishing  the  cotton  exchanges 
is  one  thing,  and  restricting  the  grades  is  a  different  proposition.  Let  us  take  the  re- 
striction proposition.  What  would  you  say  about  the  suggestion  that  the  grades  be 
divided  into  three  classes — for  instance,  a  certain  number  of  the  highest  grades  in  one 
class,  the  middle  grades  in  another,  and  the  lower  five  in  another,  and  setting  up  three 
rings  for  operation  in  your  exchange,  one  dealing  in  the  higher  grades,  one  in  the 
middle  grades,  and  the  third  in  the  lower  grades?  In  that  way  they  are  all  included. 
Many  contend  that  there  should  be  further  restrictions,  and  many  that  the  10  should  be 
left  where  they  are  and  also  the  others. 

Mr.  Harris.  My  only  objection  to  that  would  be  this,  that  the  average  exporter 
wants  thorough  grading.  On  the  classification  of  a  bale  of  cotton  running  from  low 
middling,  strict  good  middling,  to  middling  fair — there  is  frequently  a  wide  difference 
of  opinion  on  the  grades  below  that. 

The  Chairman.  If  there  is  any  benefit  in  including  these  9  grades  why  not  take  in 
the  30  or  40  different  grades,  or  whatever  they  may  be?  Why  discriminate  against  the 
man  that  produces  a  grade  that  is  not  included  here? 

Mr.  Harris.  I  do  not  see  that  that  is  particularly  objectionable,  but  the  point  I 
make  is  this:  So  far  as  the  present  contract  is  to  all  intents  and  purposes  satisfactory , 
serving  a  good  purpose,  why  disturb  it? 

The  Chairman.  Were  you  here  when  we  passed  the  law?  At  that  time,  as  you  will 
recall,  the  same  question  came  up.  The  question  was  as  to  the  number  of  grades 
tenderable  on  a  contract.  We  fixed  it  then  at  20  grades,  and  Congress  by  a  large 
majority  decided  to  restrict  the  number  of  grades. 

Mr.  Aswell.  I  would  like  to  know  what  Mr.  Norman  thinks  about  that  question 
of  expanding  the  number  of  grades. 

Mr.  Norman.  I  will  tell  you  what  I  believe  is  the  reason  why  the  other  grades  are 
not  deliverable.  There  is  very  little  cotton  raised  below  low  middling — very  little 
strict  ordinary  and  good  ordinary  cotton.  For  that  reason  the  exact  value  of  strict 
good  ordinary  and  good  ordinary  is  hard  to  determine.  That  is  because  there  is  no 
active  market  for  those  grades,  and  you  can  not  determine  the  correct  difference  be- 
tween strict  good  ordinary  and  middling.  Where  there  is  any  low  middling  you  can 
easily  determine  the  correct  difference  between  low  middling  and  middling,  because 
there  is  plenty  of  low  middling  usually,  and  it  is  traded  in  frequently. 
The  Chairman.  But  the  grades  are  used  for  some  purpose,  are  they  not? 
Mr.  Norman.  They  are  used  for  some  purpose,  just  like  the  tinges  are  used  for  some 
purpose.     But,  as  Mr.  Harris  will  agree,  the  grades  below  low  middling  are  not  used 
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very  much;  there  is  not  a  very  large  amount  of  cotton  raised  below  low  middling.     Is 
not  that  a  fact? 

Mr.  Harris.  That  is  correct. 

The  Chairman.  The  testimony  here  is  that  about  55  per  cent  of  the  cotton  is 
included  in  these  10  grades.  That  would  leave  45  per  cent.  The  question  is,  What 
should  be  done  about  that  45  per  cent  excluded? 

Mr.  As  well.  Would  you  include  that,  Mr.  Norman? 

Mr.  Norman.  No;  I  would  not.  The  grades  below  low  middling  are  not  so  well 
determined.  Suppose  you  miss  them  by  a  cent  a  pound,  and  you  quote  a  contract  on 
good  ordinary  at  a  cent  a  pound  closer  to  ordinary  than  it  ought  to  be.  Why,  you 
could  not  get  anybody  to  take  your  contract.  There  are  times  when  you  can  hardly 
get  a  trade  when  spots  are  delivered.  You  can  not  get  any  trade  in  futures  at  all, 
hardly.  I  think  the  contract  is  restrictive  enough.  There  are  one  or  two  suggestions 
I  would  like  to  make,  and  one  is  that  I  think  the  Bureau  of  Markets,  who  have  made 
a  very  careful  study  of  this  question  and  are  cooperating  with  the  cotton  exchanges 
very  well,  will  bear  me  out  that  there  are  two  grades  that  ought  to  be  included,  spotted 
cotton  and  tinges. 

The  Chairman.  But  they  were  outlawed  by  almost  a  unanimous  vote  in  Congress. 

Mr.  Norman.  That  is  as  I  understand.  They  have  tinges  in  there,  and  there  is  too 
big  a  difference  between  white  cotton  and  the  Government  grade  by  tinges.  There 
should  be  two  grades  put  in  there,  because  the  classes  are  required  now,  under  the 
present  law,  to  take  spotted  cotton  and  put  it  down. 

Mr.  Harris.  There  are  six  grades  of  cotton  in  white  color.  There  are  nine  grades 
in  what  we  call  spotted  and  light  tinge.  There  are  perhaps  about  six  grades  in  what 
we  call  stained.  There  are  about  three  or  four  grades  in  what  we  call  blue  tinge. 
Red  tinge  cotton  is  caused  by  red  lands,  by  rainstorms,  or  by  frost  or  freezing  driving 
the  sap  from  the  boll  into  the  lint  itself.  The  blue  cotton  is  caused  by  the  cotton 
lying  out  in  the  rain  and  snow.  But  the  point  I  wanted  to  make  a  little  while  ago  in 
reference  to  those  low  grades  is  this:  For  several  years  you  could  hardly  give  them 
away.  The  condition  that  brought  that  about  was  the  fact  that  during  the  war  the 
scarcity  of  ships  made  freight  rates  very  high.  I  think  as  high  as  21  cents  a  pound 
was  paid  for  freight  to  Italy.  Our  firm  were  quite  large  ship  charterers  during  the 
war,  and  we  shipped  a  good  deal  of  cotton  to  Germany  before  the  blockade  went  into 
effect.  The  spinner  in  Europe  took  this  position:  Why  pay  such  high  freight  rates 
on  low-grade  cotton,  which  consists  of  a  lot  of  waste  and  trash,  instead  of  buying  the 
high-grade  cotton,  which  carries  a  very  insignificant  per  cent  of  dirt  and  trash? 

Another  thing  was  that  labor  was  dissatisfied.  They  were  making  their  own  terms 
as  to  hours  and  wages  and  what  kind  of  work  they  would  do  and  all  that.  So  the 
laborer,  as  a  general  thing,  refused  to  handle  these  low  grades.  They  said  it  was  too 
dirty,  too  dusty  in  the  mill,  and  they  would  only  work  on  good  grade  cotton.  Then 
our  Government  came  along  and  got  into  the  war,  and  the  purchasing  department  for 
the  Army,  perhaps  through  lack  of  information,  insisted  upon  all  of  these  mills  making 
the  Government's  materials  out  of  middling  and  above,  which  for  all  practical  pur- 
poses was  not  necessary  and  perhaps  cost  the  Government  a  good  deal  of  money.  But 
the  mills  were  perfectly  agreeable  to  that,  because  they  had  got  profitable  contracts, 
and  naturally  were  spinning  high-grade  cotton,  because  they  could  spin  so  much  more 
of  that  cotton  and  make  so  much  more  money  than  they  could  out  of  the  low-grade 
cotton. 

Now,  in  the  last  12  or  15  months  there  has  been  a  different  situation.  The  low  grades 
were  selling  cheap,  and  naturally  the  mills  were  looking  for  the  cotton  out  of  which 
they  stood  the  best  chance  to  break  even  or  make  money,  and  they  took  the  low  grades. 
So  the  low  grades  have  been  pretty  well  cleaned  up  out  of  our  surplus.  As  an  unselfish 
proposition,  I  think  that  by  all  means  the  future  markets  should  be  kept  open.  I 
think  it  makes  it  all  right  to  broaden  these  contracts  a  little  bit  to  take  in  a  few  more 
grades.  I  do  not  think  it  is  necessary,  because  I  think  the  contract  is  serving  all 
practical  purposes  as  it  is,  and  as  long  as  the  law  is  working  all  right,  why  disturb  it? 

Mr.  Lazaro.  Don't  you  think  that  the  war,  bringing  about  this  discrimination  on 
the  part  of  the  Government,  the  Government  asking  that  high-grade  cotton  be  used 
where  low-grade  cotton  could  have  been  used,  prevented  a  fair  operation  of  the  Smith- 
Lever  law?  I  will  put  the  question  in."this  way;  When  the  Government  said.  "You 
must  use  a  high-grade  cotton,"  when  the  Government  could  have  used  a  low-grade 
cotton,  that,  of  course,  boosted  the  high-grade  cotton  away  up  and  lowered  the  low- 
grade  cotton;  and  later  on  when  we  came  to  figure  out  our  surplus  cotton  is  it  not  true 
that  all  this  low-grade  cotton  was  in  our  way  and  depressed  the  next  crop? 

Mr.  Harris.  Absolutely;  yes,  sir. 

Mr.  Lazaro.  Well,  then,  there  could  be  no  fair  operation  of  this  law,  on  account  of 
the  war? 
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Mr.  Harrts    No,  sir. 

Now,  gentlemen,  the  proposition  has  been  brought  up  here  by  several,  and  par- 
ticularly by  Senator  Dial,  to  the  effect  that  last  year  there  were  138,000.000  bales  of 
futures  sold,  and  that  the  crop  was  only  20,000,000  bales.  Of  course  we  all  know  that  a 
large  per  cent  of  that  is  speculation.  For  instance,  Mr  Evans  may  go  out  in  the 
interior  and  buy  from  the  farmers  and  merchants  1,000  bales  of  cotton.  He  sells  500. 
All  right.  He  carries  that  cotton;  he  brings  it  into  Houston,  and  he  carries  it  for  a 
while.  He  has  no  orders.  There  is  no  demand  for  it,  and  he  may  get  a  little  tired 
of  it,  and  I  call  him  up  and  say  to  him,  "Well,  what  do  you  want  for  this  cotton?" 
He  says,  "Well,  I  will  take  so  and  so."  I  say,  "All  right;  I  will  accept  the  trade." 
That  means  that  on  a  trade  of  that  kind  there  are  twice  as  many  futures  bought  and 
sold  as  the  actual  cotton  involved.  I  think  that  that  in  large  measure  explains  Senator 
Dial's  criticism  with  reference  to  the  grades  and  the  volume  of  futures  sold  as  compared 
with  the  cotton  actually  raised. 

I  think  that  is  about  all,  gentlemen.     I  thank  you. 

The  Chairman.  Thank  you  very  much. 

(After  informal  discussion  as  to  further  hearings. ) 

Mr.  Votgt.  Mr.  Chairman,  I  move  that  the  committee  meet  to-morrow  morning  at 
10  o'clock  to  hear  Mr.  Morgan  and  Mr.  Marsh. 

The  motion  was  duly  seconded  and  carried. 

(Thereupon,  at  12.15  o'clock  p.  m.,  the  committee  adjourned  to  meet  at  10  o'clock 
a.  m.  to-morrow,  Wednesday,  February  15,  1922.) 
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TO  AMEiND  SECTION  5  OF  THE  COTTON  FUTURES  ACT  AM)  TO 
PREVENT  THE  SALE  OF  COTTON  AND  GRAIN  IN  FUTURE 
MARKETS. 


FRIDAY,  JANUARY  20,   1922. 

United   States    Senate, 
Subcommittee  of  the  Commutes  on  Agriculture  and  Forestry, 

Washington,  D.   C. 
The  subcommittee  met,  pursuant  to  call,  at  10  o'clock  a.  m.  in  the  Senate 
Office  Building,  Senator  Henry  W.  Keyes  presiding. 
Present:  Senators  Keyes  (chairman)   and  Smith. 

The  committee  proceeded  to  consider  the  bills  (S.  385)  to  amend  section  5 
of  the  United  States  cotton  futures  act  approved  August  11,  1916,  as  amended, 
and  (S.  399)  to  prevent  the  sale  of  cotton  and  grain  in  future  markets,  which 
are  here  printed  in  full,  as  follows : 

[S.  385,  Sixty-seventh  Congress,  first  session.] 

A  BILL,  To  amend  section  5  of  the  United  States  cotton  futures  act,  approved   August 

11,  1916,  as  amended. 

Be  it  enacted  by  the  Senate  and  Rouse  of  Representatives  of  the  United 
States  of  America  in  Congress  assembled,  That  section  5  of  the  United  States 
cotton  futures  act,  approved  August  11.  1916,  as  amended,  be,  and  the  same 
hereby  is,  amended  as  follows : 

In  the  fourth  subdivision  of  section  5  of  said  act,  insert  "(a)"  after  "  fourth." 
and  before  "  provide,"  and  add  at  the  end  of  such  fourth  subdivision  : 

"(b)  Provide  that  unless  cotton  in  the  basis  grade  be  tendered  in  settle- 
ment of  such  contract,  the  buyer  shall  have  the  right  to  demand  that  one-half 
of  the  amount  deliverable  under  the  contract  shall  be  delivered  in  equal 
quantity  in  two  grades,  to  be  specified  by  him,  and  that  the  seller  shall  have 
the  right  to  tender  one-half  of  the  amount  deliverable  under  the  contract  in 
equal  quantity  in  two  grades  to  be  specified  by  such  seller." 

The  foregoing  amendments  shall  be  effective  on  and  after  the  thirtieth  day 
after  the  approval  of  this  amendatory  act,  but  nothing  herein  shall  he  con- 
strued as  applicable  to  contracts  entered  into  prior  to  the  effective  date  of 
this  amendatory  act,  or  to  affect  -rights  acquired  or  powers  exercised  there- 
under. 


[S.  399,   Sixty-seventh  Congress,  first  session. J 
A  BILL  To  prevent  the  sale  of  cotton  and  grain  in  future  markets. 

Be  it.  enacted,  by  the  Senate  and  House  of  Representatives  of  the  United  state* 
of  America  in  Congress  assembled,  That  certain  words  used  in  this  act  and  in 
proceedings  pursuant  hereto  shall,  unless  the  same  be  inconsistent  with  the 
context,  be  construed  as  follows : 

The  word  "  message  "  shall  mean  any  communication  by  telegraph,  telephone, 
wireless  telegraph,  cable,  or  other  means  of  communication  from  one  State  or 
Territory  of  the  United  States  or  the  District  of  Columbia  to  any  other  State 
or  Territory  of  the  United  States  or  the  District  of  Columbia  or  to  any  foreign 
country. 

The  word  "  grain"  shall  include  wheat,  corn,  oats,  and  barley. 

The  word  "  person  "  shall  mean  any  person,  partnership,  joint-stock  company, 
society,    association,    or   corporation,    their   managers    and    officers,    and    when 
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used  with  reference  to  the  commission  of  acts  which  are  herein  required  or 
forbidden  shall  include  persons  who  are  participants  in  the  required  or  for- 
bidden acts,  and  the  agents,  officers,  and  members  of  the  boards  of  directors 
and  trustees,  or  other  similar  controlling  or  directing  bodies  of  partnerships, 
joint-stock  companies,  societies,  associations,  and  corporations. 

And  words  importing  the  plural  number,  wherever  used,  may  be  applied  to 
or  mean  only  a  single  person  or  thing,  and  words  importing  the  singular  number 
may  be  applied  to  or  mean  several  persons  or  things. 

Sec.  2.  That  it  shall  be  unlawful  for  any  person  to  send,  or  cause  to  be  sent, 
any  message  offering  to  make  or  enter  into  a  contract  for  the  purchase  or  sale 
for  future  delivery  of  cotton  or  grain  without  intending  that  such  cotton  or 
grain  shall  be  actually  delivered  or  received,  or  offering  to  make  or  enter  into 
a  contract  whereby  any  party  thereto,  or  any  party  for  whom  or  in  whose 
behalf  such  contract  is  made,  requires  the  right  or  privileges  to  demand  in  the 
future  the  acceptance  or  delivery  of  cotton  or  grain  without  being  thereby 
obligated  to  accept  or  to  deliver  such  cotton  or  grain;  and  the  transmission  of 
any  message  relating  to  any  such  transaction  is  hereby  declared  to  be  an  inter- 
ference with  commerce  among  the  States  and  Territories  and  with  foreign 
nations.  Any  person  who  shall  be  guilty  of  violating  this  section  shall,  upon 
conviction  thereof,  be  fined  in  any  sum  not  more  than  $10,000  nor  less  than 
.$1,000,  or  shall  be  imprisoned  for  not  more  than  six  months  nor  less  than 
one  month,  or  both  such  fine  and  imprisonment,  and  the  sending  or  causing  to 
be  sent  of  each  such  message  shall  constitute  a  separate  offense. 

Sec.  3.  That  it  shall  be  the  duty  of  any  person  sending  any  message  relating 
to  a  contract  or  to  the  making  of  a  contract  for  future  delivery  of  cotton  or 
grain  to  furnish  to  the  person  transmitting  such  message  an  affidavit  stating 
that  he  is  the  owner  of  such  cotton  or  grain  and  that  he  has  the  intention  to 
deliver  such  cotton  or  grain ;  or  that  such  cotton  or  grain  is  at  the  time  in 
actual  course  of  growth  on  land  owned,  controlled,  or  cultivated  by  him,  and 
that  he  has  the  intention  to  deliver  such  cotton  or  grain;  or  that  he  is  at  the 
time  legally  entitled  to  the  right  of  future  possession  of  such  cotton  or  grain 
under  and  by  authority  of  a  contract  for  the  sale  and  future  delivery  thereof  pre- 
viously made  by  the  owner  of  such  cotton  or  grain,  giving  the  name  of  the  party 
or  names  of  parties  to  such  contract  and  the  time  when  and  the  place  where 
such  contract  was  made  and  the  price  therein  stipulated,  and  that  he  has  the  in- 
tention to  deliver  such  cotton  or  grain ;  or  that  he  has  the  intention  to  acquire 
and  deliver  such  cotton  or  grain ;  or  that  he  has  the  intention  to  receive  and  pay 
for  such  cotton  or  grain :  Provided,  That  any  person  electing  to  do  so  may  file 
with  the  telegraph,  telephone,  wireless  telegraph,  or  cable  company  an  affidavit 
stating  that  the  message  or  messages  being  sent,  or  to  be  sent,  for  the  six 
months  next  ensuing  by  such  person  do  not  and  will  not  relate  to  any  such 
contract  or  offers  to  contract  as  are  described  in  section  2  of  this  act,  and  any 
such  company  shall  issue  thereupon  a  certificate  evidencing  the  fact  that  such 
affidavit  has  been  duly  filed,  and  such  certificate  shall  be  accepted  in  lieu  of 
the  affidavit  herein  required  at  all  the  transmitting  offices  of  such  company 
during  the  life  of  said  affidavit.  Any  person  who  knowingly  shall  make  a 
false  statement  in  any  affidavit  provided  for  in  this  act  shall  be  punished 
by  a  fine  of  not  more  than  $5,000  nor  less  than  $500,  or  shall  be  imprisoned 
for  not  more  than  two  years  nor  less  than  one  year,  or  by  both  such  fine  and 
imprisonment.  And  any  prosecution  under  the  provisions  of  sections  2  or  3 
of  this  act  the  proof  of  failure  to  make  any  affidavit  herein  required  shall  be 
prima  facie  evidence  that  said  message  or  messages  related  to  a  contract  pro- 
hibited by  section  2  of  this  act,  and  the  proof  of  failure  to  deliver  or- receive 
the  cotton  or  grain  called  for  in  any  contract  for  future  delivery  of  cotton  or 
grain  shall  be  prima  facie  evidence  that  there  was  no  intention  to  deliver 
or  receive  such  cotton  or  grain  when  said  contract  was  made. 

Six.  4.  That  any  agent  of  any  telegraph,  telephone,  wireless  telegraph,  or 
cable  company  to  whom  messages  herein  described  may  be  tendered  is  hereby 
required,  empowered,  and  authorized  to  administer  any  oath  required  to  be 
made  under  the  provisions  of  this  act  with  like  effect  and  force  as  officers  hav- 
ing a  seal,  and  such  oaths  shall  be  administered  without  any  charge  therefor. 

Sec.  5.  That  it  shall  be  unlawful  for  any  person  owning  or  operating  any 
telegraph  or  telephone  line,  wireless  telegraph,  cable,  or  other  means  of  com- 
munication or  any  agent,  officer,  or  employee  of  such  person,  knowingly  to  use 
such  property  or  knowingly  to  allow  such  property  to  be  used  for  the  trans- 
mission of  any  message  relating  to  such  contracts  as  are  described  in  section  2 
of  this  act.     Any  person  who  shall  be  guilty  of  violating  this  section  shall, 
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upon  conviction  thereof,  be  punished  for  each  offense  by  a  fine  of  not  more 
than  $10,000  nor  less  than  $500,  and  the  sending  of  each  message  in  violation 
of  the  provisions  of  this  section  shall  constitute  a  separate  offense. 

Sec.  6.  That  every  book,  newspaper,  pamphlet,  letter,  writing  or  other  publica- 
tion containing  matter  tending  to  induce  or  promote  the  making  of  such  contracts 
as  are  described  in  section  2  of  this  act  is  hereby  declared  to  be  nonmailable 
matter,  and  shall  not  be  carried  in  the  mail  or  delivered  by  any  postmaster 
or  letter  carrier.  Any  person  who  shall  knowingly  deposit,  or  knowingly  cause 
to  be  deposited,  for  mailing  or  delivery  any  matter  declared  by  this  section  to 
be  nonmailable,  or  shall  knowingly  take  or  cause  the  same  to  be  taken  from 
the  mails  for  the  purpose  of  circulating  or  disposing  thereof,  or  of  aiding  in 
the  violation  of  any  of  the  provisions  of  this  section,  may  be  proceeded  against 
by  information  or  indictment  and  tried  and  punished,  either  in  the  district  at 
which  the  unlawful  publication  was  mailed  or  to  which  it  is  carried  by  mail 
for  delivery  according  to  the  direction  thereof,  or  at  which  it  is  caused  to  be 
delivered  by  mail  to  the  person  to  whom  it  is  addressed.  And  the  punishment 
for  the  violation  of  this  section  shall  be  the  same  as  the  punishment  prescribed 
in  section  2  of  this  act  for  the  sending  or  receiving  of  messages. 

Sec.  7.  That  the  Postmaster  General,  upon  evidence  satisfactory  to  himself 
that  any  person  in  sending  through  the  mails  of  the  United  States  any  matter 
declared  by  section  6  of  this  act  to  be  nonmailable,  may  instruct  the  postmasters 
in  the  post  offices  at  which  such  mail  arrives  to  return  all  such  mail  to  the 
postmaster  in  the  post  office  at  which  it  was  originally  mailed,  with  the  word 
"  unlawful  "  plainly  written  or  stamped  upon  the  outside  thereof,  and  all  such 
mail,  when  returned  to  said  postmaster,  shall  be  returned  to  the  sender  or 
publisher  thereof  under  such  regulations  as  the  Postmaster  General  may 
prescribe. 

Sec  8.  That  in  any  proceeding  under  this  act  all  persons  may  be  required  to 
testify  and  to  produce  books  and  papers,  and  the  claim  that  such  testimony  or 
evidence  may  tend  to  criminate  the  persons  giving  such  testimony  or  producing 
such  evidence  shall  not  excuse  such  person  from  testifying  or  producing  such 
books  and  papers ;  but  no  person  shall  be  prosecuted  or  subjected  to  any  penalty 
or  punishment  whatever  for  or  on  account  of  any  transaction,  matter,  or  thing 
concerning  which  he  may  testify  or  produce  evidence  of  any  character  what- 
ever. 

Senator  Keyes,  Senator  Dial,  I  believe  you  wanted  to  say  something  in  ref- 
erence to  your  bill. 

STATEMENT  OF  SENATOB  N.  B.   DIAL,  OF  SOUTH  CAROLINA. 

Senator  Dial.  My  contention  is  that  the  future  contract  controls  the  price 
of  the  spot  cotton.  There  were  no  exchanges  before  the  Civil  War,  but  they 
originated  during  that  war.  From  that  time  until  the  present  cotton  future 
contracts  have  been  dealt  in.  The  practice  is  and  has  been  for  the  price  of 
future  contracts  to  be  made  on  the  basis  of  middlings.  Under  the  custom  the 
seller  of  the  contract  had  the  right  to  deliver  any  1  of  32  grades  on  the  con- 
tract. Under  the  present  law  the  number  of  grades  were  reduced  to  20,  mid- 
dlings still  being  the  basis. 

Senator  Keyes.  You  are  referring  to  which  law? 

Senator  Dial.  The  law  of  1914,  as  amended  in  191(3.  In  1919  the  act  was 
amended  limiting  the  number  of  grades  to  10. 

Senator  Smith.  Let  me  make  a  slight  correction  for  the  record,  that  in  the 
cotton  futures  act,  passed  in  1919,  the  grades  were  limited.  The  Government 
was  given  the  right  from  time  to  time  to  standardize  the  grades.  Subsequent 
'  to  the  passage  of  the  cotton  futures  act.  which  restricted  it  to  nine  standardized 
grades,  the  Government  went  to  work  and  standardized  practically  the  whole 
gamut  of  cotton.  And  we  subsequently  had  to  amend  the  law  and  say  what 
was  standardized. 

Senator  Dial.  As  I  understand  the  law,  there  are  two  provisions.  Under  sec- 
tion 10  the  contract  specifies  a  specific  grade.  I  understand,  however,  (hat  not 
a  single  one  of  those  contracts  has  ever  been  executed  on  the  New  York  Ex- 
change.    Possibly  a  few  have  been  on  the  New  Orleans  Exchange. 

Under  the  other  sections  of  the  law  the  seller  of  the  contract  has  the  right 
to  deliver  any  one  of  the  10  grades  on  the  contract,  middling  being  the  basis. 
and  if  cotton  below  that  grade  is  delivered,  the  purchaser  gets  a  discount. 
and  above  that  grade  he  pays  a  premium.     My  opinion   is  that   the  right   of 


6  AMEND   SECTION    5   OF    COTTON   FUTURES   ACT. 

se  lei  contract  to  deliver  all  of  the  contracts  in  any  one  or  all  of 

the  10  g  ses  the  pr:  r   instance,  an  ex]>orter 

or  a  mil  "  *  o  not  h;  tirract 

converted  into  a  specific  grade  of  cotton  that  they  desire.     In  practical  opera- 

-  selling  his  crop,  and  thereby  supplying  the  demand  for 

cotton,  the  cotton  world  knowing  that  the  farmer  has  to  d  sj    se         his  crop 

rapidly,  they  sell  contracts,  and  then  when  the  contract  is  maturing,  the  pur- 
chaser thereof,  not  knowing  what  grade  of  cotton  he  will  get.  naturally  sells 

out.  It  is  true  there  has  to  be  a  purchaser  for  every  sale,  but  my  complaint 
is  that  there  is  no  mutuality  in  the  contract.  The  purchaser  will  only  buy 
when  he  thinks  the  commodity  is  at  exceedingly  low  price.  He  will  buy  it  as 
depreciate  lity  only.    For  instance,  if  a  jobber  were  to  sell  a  merchant. 

say.  hats  at  SG  a  dozen  to  ?60  a  dozen,  and  when  delivery  date  arrives,  if  the 
jobber  had  a  right  to  deliver  all  of  the  quality  in  any  kind  of  hats  he  desired. 
perhaps  they  would  not  -  trade  of  tl  int.  he  would  ask  that  they 

be  sold  to  another,  even  if  at  a  loss.  The  merchant  would  not  make  another 
contract  unless  the  price  was  so  low  that  he  would  he  prepared  to  handle  any 
of  those  articles  that  rnicrht  be  dumped  upon  him. 

My  desire  is  to  have  the  contracts  represent  actual  cotton  that  is  capable 
of  b«ing  converted  into  the  specific  needs  of  the  purchaser.  There  is  no  custom 
and  no  law  in  the  world,  so  far  as  I  know,  that  allows  the  seller  of  a  com- 
modity to  select  the  quality  of  the  commodity  for  the  purchaser.  This  i<  in- 
consistent with  the  laws  of  common  sense  and  of  merchandising. 

Ft  i-^  claimed  that  my  proposed  amendment  will  close  the  exchange.  I  do 
not  think  this  will  be  the  result.  At  least  it  is  not  intended  to  be  the  result, 
for  I  believe  the  exchan£ros.  under  proper  'aw.  serve  a  beneficial  purpose.  My 
contention  is  that  we  should  have  an  equitable  contract,  and  if  the  exchanges 
can  not  operate  under  it.  they  can  cease  to  operate,  so  far  as  T  am  concerned. 
T  think  that  the  exchanges,  oporatinsr  under  proper  lav-,  rules,  and  regula- 
ti'  ns,  would  benefit  the  LT.>wers  of  the  commodities,  in  that  they  bring  buyers 
and  sellers  together.  More  especially  is  this  important  I  i  ?r  — -  '  jotton, 
where  we  export  in  the  neighborhood  of  half  the  amount  we  produce.  If 
there  were  no  exchanges  there  would  be  a  possibility  of  the  users  of  cotton 
combining  to  depress  the  price.  I  am  not  much  concerned  about  the  parties 
who  trade  in  contracts.     They  can  take  '-are  of  ?lves.     Under  the  pn 

law  there  are  times  when  the  price  of  these  future  contracts  does  not  represent 
the  actual  value  of  the  cotton.     What  I  am  ei  :  to  do  is  :  ■  get  a  law 

that  can  not  be  used  to  depress  the  price  of  the  actual  cotton,  that  will  operate 
equitably,  and  that  will  reflect  the  actual  value  of  the  cotton. 

The  interest  of  the  grower  and  purchaser  of  a  contract  is  identical.  The 
interest  of  the  seller  of  a  contract  is  diametrically  opposed.  My  father,  who 
was  a  successful  farmer,  complained  most  bitterly  all  of  his  life  that  the  ex- 
changes kept  a  lot  of  dog-tail  cotton  on  1  and  which  they  would  or  could  tender 
and  thereby  depress  the  price  of  his  actual  cotton. 

Also  some  remedy  should  bo  provided  to  prevent  future  sales  of  crops  before 
they  are  even  planted.     At  the  present  time  they  are  selling  next  year's  crop 
and  it  is  not  known  within  5,000,000  acres  of  how  much  will  be  planted.    Ass 
ins:  that  many  millions  be  sold.  say.  at  15  cents,  how  is  this  price  to  be  changed 
much: 

My  first  remedy  is  this,  to  wit :  Repeal  section  5  of  the  present  law  and 
thereby  require  the  grade  of  cotton  to  be  specifically  specified  at  the  time  the 
contract  is  made. 

T.ot  us  be  fair  to  all  parties  concerned,  because  I  think  we  are  endeavoring 
to  accomplish  the  same  purpose. 

The  objection  that  could  be  urged  to  the  above  suggestion  would  be  that 
it  would  restrict  trading  in  future  contracts  greatly.  I  believe  this  to  be 
true,  and  think  a  great  deal  of  such  trading  should  cease. 

It  would  be  urged  also  as^inst  this  proposition  that  it  would  convert  the 
exchange  practically  into  a  spot  market.    I  do  not  concede  this. 

To  my  mind  a  great  injustice  is  done  the  srrower  of  cotton  by  the  unlimited 
number  of  contracts  that  are  dealt  in.  For  instance,  in  1919  there  was  raised 
in  the  United  Sttaos  less  than  12.000.000  bales  of  cotton,  yet  on  the  New  York 
Exchange  there  was  bought  and  sold  104.S60.100  bales  of  cotton,  and  only 
139.108  bales  delivered.     The  world  annual  consumption  is  around  21 .0<X>.000. 

It  is  claimed  that  the  exchange  is  used  as  a  means  for  hedging,  or  insurance, 
and  is  not  a  place  where  cotton  may  be  obtained.  While  this  is  true  in  prac- 
tice, yet  I  believe  that  unlimited  sales  of  cotton  depress  the  price  of  the  actual 
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commodity.  After  mill  requirements  are  purchased  who  is  going  to  continue 
contracts?  The  purchaser  and  seller  of  the  contract  should  be  on  equal  terms. 
We  are  taught  that  overproduction  depresses  the  price  of  a  commodity.  Does 
not  overselling  operate  to  the  same  effect?  Supposing  the  mills  were  to  purchase 
their  entire  year's  requirement  in  advance,  then  who  would  support  the  market 
thereafter?  Speculators,  of  course,  and  then  when  the  buyer  is  at  a  disad- 
vantage under  the  contract,  he  naturally  sells  out. 

For  instance,  the  10  years'  average  production  of  cotton  in  the  United  States 
is  about  13.500,000  bales.  After  all  of  this  cotton  has  been  sold  then  these  other 
contracts  would  not  be  hedging  contracts,  but  would  be  speculative  contracts. 
To  my  mind  if  a  party  had  a  right  to  sell  an  unlimited  amount  of  stock  of  any 
corporation  to  be  delivered  in  the  future  by  continuous  selling  at  a  declining 
price  they  could  buy  all  the  actual  stock  at  much  less  than  its  real  value. 

The  way  the  exchange  is  operated  is,  for  instance,  for  Liverpool  to  sell 
contracts — not  cotton.  This  affects  the  New  York  and  New  Orleans  markets, 
and  the  price  declines,  and  in  the  meantime  the  parties  desiring  to  procure 
the  actual  cotton  have  their  agents  through  the  South,  and  they  then  buy 
the  commodity. 

Second.  Another  suggestion  would  be  to  require  the  purchaser  and  the  seller 
to  select  each  one-half  the  quantity  of  the  contract,  to  make  them  divide  that 
half  equally  between  two  grades,  of  course  all  being  selected  out  of  the  10 
grades. 

Senator  Keyes.  That  is  what  your  bill  provides? 

Senator  Dial.  I  am  trying  to  get  your  help.  I  have  another  suggestion  which 
I  think  is  better  than  that. 

If  we  would  let  the  purchased  select  one-half  of  the  quantity,  the  argument 
is  that  he  would  select  all  of  that  half  in  a  grade  of  which  there  is  very 
little  grown  and  corner  the  market  and  run  the  price  sky  high.  I  do  not 
desire  any  such  result,  but  possibly  this  would  be  the  effect.  I  therefore  sug- 
gest that  you  make  each  party  divide  his  half  in  two  grades,  or  perhaps  it 
would  not  be  a  mistake  to  make  each  divide  their  half  into  three  grades. 

The  objection  that  could  be  raised  to  this  would  be  that  the  purchaser  would 
be  forced  to  take  half  of  the  cotton  in  grades  that  he  did  not  want  in  order  to 
get  half  that  he  did  want,  but  I  believe  this  would  tend  to  increase  the  price  of 
the  whole  crop.  It  could  not  be  said  that  there  is  as  much  wrong  in  letting 
the  purchaser  select  half  of  the  quantity  and  run  the  price  up  as  in  the  present 
law  which  allows  the  seller  to  select  all  the  commodity,  keeping  the  price  low. 

As  cotton  is  grown  and  not  manufactured  there  will  be  a  difference  in  grades. 
It  is  not  like  cloth,  where  you  can  make  a  yard,  and  make  the  next  yard  the 
same. 

Third.  There  is  very  little  cotton  raised,  of  the  grade  known  as  middling  fair, 
and  this  grade  disarranges  the  price  scheme  of  the  whole  10  grades.  Therefore, 
my  third  suggestion  would  be  this,  to  wit :  Leave  off  middling  fair  as  one  of  the 
grades  which  you  can  deliver.  Classify  the  other  nine  grades  in  three  classes. 
A,  B,  and  C,  with  three  grades  in  each  class. 

I  am  not  an  expert,  but  I  have  grown  and  handled  cotton  in  a  limited  way  all 
my  adult  life.  I  believe  that  under  this  last  suggestion  the  price  would  be 
stabilized  and  the  requirements  of  the  users  of  cotton  could  be  more  readily 
met. 

Senator  Caraway.  That  is,  subdivisions  A,  B,  and  C? 

Senator  Dial.  Of  the  nine  grades. 

Senator  Caraway.  I  know;  but  what  do  you  mean  by  that?  I  did  not  get 
that? 

Senator  Dial.  The  idea  of  grouping  three  grades  together  would  be  that,  as  I 
understand,  a  mill  could  manufacture  either  one  of  the  three  grades.  For  in- 
stance, if  they  were  making  fine  goods  they  could  use  either  one  of  the  three 
grades  mentioned  in  class  A.  If  they  were  making  coarse  goods,  they  could 
use  either  one  of  the  grades  mentioned  in  class  C.  Under  this  suggestion  the 
right  of  the  seller  of  a  specific  contract  would  be  limited  to  3  grades  instead  of. 
as  under  the  present  law,  to  10  grades.  Let  the  middle  grade  of  each  of  these 
classes  be  the  basis,  with  a  graduated  price,  of  course,  up  or  down. 

Senator  Caraway.  If  he  sells  class  A  he  has  got  to  deliver  one  of  those  three 
grades? 

Senator  Dial.  Yes.  The  buyer  of  the  contract,  knowing  he  would  get  then 
one  of  the  three  grades,  would  in  all  probability  demand  the  delivery  of  his  cot- 
ton and  not  sell  out  his  contract,  and  thereby  this  would  help  the  price  to  the 
grower. 
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I  am  not  complaining  about  the  present  method  under  the  law  of  fixing  the 
price  of  the  actual  cotton  in  case  a  delivery  is  to  be  made,  but  what  I  am  com- 
plaining of  is  that  the  price  of  that  cotton  would  have  been  more  on  that  date 
if  under  the  present  law  the  purchaser  of  the  contract  could  have  selected  a 
grade  of  cotton  suitable  to  his  use.  To  my  mind,  either  one  of  the  above  amend- 
ments would  stabilize  the  price  of  cotton.  If  one  knew  that  he  were  likely  to 
be  called  upon  to  deliver  the  article  that  he  was  selling,  he  would  be  more  care- 
ful about  making  contracts.  Under  the  present  law  the  seller  of  the  contract, 
knowing  that  the  purchaser  is  not  on  even  terms  with  him,  continues  to  sell. 
He  can  select  any  one  or  some  of  all  of  10  grades ;  the  purchaser  can  select  none. 

In  regard  to  cotton  mills,  I  want  to  say  that  my  information  is  that  they  do 
not  object  to  paying  higher  prices  for  cotton,  but  violent  fluctuations  are  cer- 
tainly against  their  interests.  My  main  object  is  to  aid  the  grower  and  is  to 
make  a  fair  law  that  will  operate  fairly  to  every  interest. 

Frequently  we  see  the  price  of  cotton  fluctuating  2  cents  a  pound  in  one  day. 
and  frequently  the  violent  decline  continues  for  several  days.  To  my  mind  this 
is  unreasonable  and  is  caused  by  manipulation.  Certainly  the  intrinsic  value  of 
the  actual  commodity  would  not  decline  at  any  such  rate. 

There  is  no  question  but  what  there  is  too  great  a  difference  made  between 
the  values  of  the  grades  of  cotton,  but  I  know  of  no  way  of  correcting  this  by 
law. 

Further  objection  to  the  present  law  is  this,  that,  for  instance,  quotations  are 
daily  published  which  are  misleading.  For  instance,  we  read  where  a  March 
contract  is  17.50.  Now,  assuming  that  the  owner  of  spot  cotton  desires  to  sell, 
the  proposed  buyer  will  tell  him  there  is  no  use  to  pay  him  over  17.50  a  pound 
because  he  can  purchase  a  contract  at  that  figure  to  be  delivered  some  months 
hence,  whereas  he  can  not  get  any  specific  grade  of  cotton  on  that  contract.  In 
other  words,  the  quotation  is  misleading;  it  is  used  to  coerce  the  owner  of  the 
actual  cotton  to  part  with  it  for  less  than  its  value. 

It  may  be  said  that  if  the  purchaser  of  the  contract  receives  actual  cotton 
that  the  price  will  be  fixed  under  the  law  by  the  Secretary  of  Agriculture  by 
taking  the  aggregate  price  in  10  spot  markets  on  the  day  preceding  the  sale,  and 
this  perhaps  operates  reasonably  with  the  parties  to  that  contract.  But,  the 
point  I  am  making  is  that  the  price  of  the  spot  cotton  on  those  10  markets 
on  the  preceding  day  or  on  any  other  day  would  not  have  been  as  low  if  the 
contract  under  the  law  were  equitable — that  is,  if  the  purchaser  of  the  contract 
had  equal  rights  with  the  seller;  hence,  this  injuriously  affects  the  grower. 

A  further  complaint  we  make  is  that  under  the  contract  you  do  not  get  even 
a  fair  price  for  the  lowest  grade  of  cotton,  because  you  haven't  brought  the 
right  purchser  and  the  seller  together.  For  instance,  you  and  I  would  not  give 
$2  for  a  brogan  pair  of  shoes,  not  but  perhaps  they  are  worth  it,  but  we  don't 
want  to  wear  that  kind  of  a  shoe  nor  to  put  any  money  into  it,  nor  to  go  to 
the  trouble  of  getting  some  one  who  uses  that  kind  of  a  shoe  to  purchase  it; 
hence  if  the  seller  of  a  contract  tenders  a  grade  that  is  not  suitable  to  the  use 
of  the  purchaser,  he  would  not  want  it,  even  at  a  depreciated  price. 

Under  the  present  law  the  supply  and  demand  is  hobbled.  Whoever  can  pay 
the  most  margin  controls  the  direction  of  the  market. 

Very  extensive  hearings  were  held  on  this  subject  by  the  Agricultural  Com- 
mittee of  the  House  and  also  of  the  Senate  some  years  ago  and  I  refer  you  to 
a  report  that  was  made  in  1914.  What  I  desire  is  to  get  a  law  which  will  be 
as  near  a  perfect  law  as  possible  and  if  any  member  of  this  committee  has  any 
better  suggestion  than  I  have  made  I  would  be  delighted  to  cooperate  with  him. 

Senator  Caraway.  Just  a  minute.  I  want  to  say  this.  I  introduced  a  bill 
that  I  want  to  get  a  hearing  on  some  day. 

The  Chairman.  Both  of  these  bills  were  referred  to  this  subcommittee. 

STATEMENT  OF  SENATOR  T.   H.  CARAWAY,  OF  ARKANSAS. 

Senator  Caraway.  There  is  no  doubt  but  that  a  man  should  be  permitted  to 
sell  that  which  he  has,  or  to  sell  a  contract  for  what  he  has  reasonable  expecta- 
tion to  have.  In  other  words,  if  a  man  has  an  expectation  of  a  crop  of  say 
100  bales,  I  can  see  no  objection  to  his  selling  it  to  be  delivered  when  that  crop 
is  gathered ;  nor  would  I  want  to  restrict  a  man  who  bought  his  contract  from 
selling  that  hundred  bales  to  another,  say  a  spinner,  if  he  has  an  expectation 
of  getting  the  cotton  for  future  delivery.  I  don't  think  it  would  be  wise  to 
restrict  trading  to  the  point  of  waiting  until  the  spot  cotton  is  on  the  market  to 
buy.  A  man  ought  to  be  permitted  in  advance  of  the  manufacture  to  buy  cot- 
ton, and  therefore  the  man  who  is  expected  to  produce  it  ought  to  be  permitted 
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to  sell  it ;  but  that  is  as  far  as  the  process  ought  to  go.  No  man,  in  other  words, 
ought  to  be  permitted  to  sell  that  which  he  does  not  have  in  his  possession  or 
in  expectation.  Every  sale  that  is  made  ought  to  be  made  upon  cotton  that  is 
reasonably  in  existence,  and  therefore  I  introduced  a  bill  which  does  not  invoke 
the  taxing  power  but  uses  the  power  to  control  communications. 

I  have  two  reasons  for  preferring  the  use  of  that  power  rather  than  the  tax- 
ing power.  The  taxing  power  used  in  the  grain-exchange  bill  is  a  fiction.  We 
do  not  expect  to  raise  a  dollar  from  it  for  revenue  and  it  had  this  psychological 
effect :  There  is  a  feeling  among  agricultural  people  that  we  are  using  the  tax- 
ing power  to  control  the  market.  It  may  not  be  true,  but  the  impression  is 
abroad  that  we  are  thus  using  tbe  taxing  power,  and  its  effect  is  bad,  psycho- 
logically. 

And.  again,  there  is  not  any  power  to  control  the  sales  where  they  tnke  place- 
outside  of  the  jurisdiction  of  the  United  States  if  the  taxing  power  is  invoked. 
On  the  other  hand,  as  we  have  control  of  means  of  communication,  both  inter- 
state and  foreign,  we  can  control  not  only  the  sales  that  take  place  within  our 
own  country,  but  we  can  control  to  an  extent  at  least  trading  in  futures  in 
foreign  countries. 

The  argument  usually  made  against  the  restriction  of  exchanges  in  this 
country  is  that  we  merely  transfer  the  seat  of  the  activity  in  cotton,  for  instance, 
from  New  York  and  New  Orleans  to  Liverpool  and  Bremen.  Under  the  taxing 
power  that  is  true  to  a  certain  extent.  Under  the  control  of  communications 
that  is  not  true,  because  we  can  prohibit  any  man  from  transacting  business  with 
an  exchange  in  airy  State  or  Territory  subject  to  the  United  States,  or  any- 
where else,  since  we  have  power  under  our  Constitution  to  control  absolutely  the 
means  of  our  communication,  and  therefore  we  can  control  contracts  to  sell 
or  offer  to  sell  future  delivery  if  the  seller  or  buyer  is  in  this  country  and 
does  not  own  or  the  purchaser  does  not  expect  to  receive  the  actual  commodity. 

The  bill  I  have  sponsored  is  just  a  rewrite  of  what  was  a  long  time  ago 
known  as  the  Scott  bill,  championed  by  Mr.  Scott,  of  Kansas. 

I  have  not  had  any  very  large  experience  in  exchange  activities  in  the  selling 
of  cotton  for  future  delivery.  On  the  other  hand,  I  have  grown  cotton  and 
have  sold  it.  I  have  sold  it  through  commission  merchants.  I  have  watched 
the  processes.  It  is  always  true  that  when  the  product  is  in  the  hands  of  the 
producer  and  must  be  sold,  because  it  is  a  sad  fact,  but  true  nevertheless,  that 
there  is  not  any  class  of  agriculturists  that  is  so  completely  tied  to  a  market 
system  as  the  growers  of  cotton. 

I  have  heard  it  said,  and  I  think  it  is  entirely  reasonable,  that  75  per  cent 
of  the  cotton  farmers  sell  their  product  before  it  is  produced.  In  other  words, 
the  producer  of  cotton  is  usually  from  one  to  two  years  behind.  I  know  that 
is  true  in  my  county.  The  law7s  give  the  right  to  mortgage  the  crop  before  it 
is  even  planted,  and  it  gives  to  the  landowner  an  absolute  lien  on  what  is 
produced  upon  his  land  for  his  rent  and  supplies.  So  this  security  the  landlord 
or  the  supply  merchant  purchases  and  the  producer  sells,  and  as  soon  as  his 
cotton  is  matured  it  is  taken  charge  of  by  the  man  who  did  not  produce  it,  but 
by  the  man  who  supplied  the  actual  producer,  and  it  goes  to  the  market.  We 
say  it  is  distressed  cotton;  that  is,  must  be  sold.  Cotton  is  always  quoted 
very  much  lower  when  the  actual  commodity  is  being  offered  for  sale  and  until 
it  gets  out  of  the  hands  of  the  men  who  sweat  to  produce  it.  At  that  time- 
there  is  always  a  declining  market.  The  rise  in  cotton  comes  after  the  cotton 
is  out  of  the  hands  of  the  actual  producer. 

The  spinner,  under  the  present  law — and  I  regret  to  criticize  it— if  he  may  go 
into  the  market  and  hedge  to  any  extent  and  the  exchanges  may  sell  to  any 
number  of  bales  without  any  regard  to  what  is  actually  in  hand,  the  temptation 
is  there,  and  the  opportunity  is  there  for  an  understanding  between  the  buyers 
in  the  market  and  the  actual  consumer,  the  spinner.  The  results  show  that  they 
do  actually  cooperate.  In  other  words,  if  you  want  to  buy  cotton,  and  I  am  a 
seller  of  contracts,  it  is  easy  for  you  and  me  to  agree  that  you  stay  out  of  the 
market  while  the  actual  product  is  being  forced  upon  the  market,  and  I  will 
sell  you  a  future  contract,  which  means  that  if  you  do  not  get  the  cotton  you  van 
get  the  commercial  difference  and  then  go  into  the  market  and  buy  your  rotten. 
That  is  to  say,  I  can  offer  an  unlimited  amount  of  cotton  for  sale,  and  you  being 
the  only  ultimate  consumer — because  the  spinner  is  the  only  ultimate  con- 
sumer of  cotton — the  price  will  probably  drop  and  drop  and  drop,  and  I  make 
on  my  margins  and  you  make  on  your  actual  contract  by  finally  getting  your 
product  at  less  than  it.  cost  to  produce  it.  The  mere  statement  of  it  may  carry 
no  very  great  signiticance  to  the  person  who  is  not  familiar  with  the  producers 
and  consumers  of  cotton,  but  these  processes  are  so  apparent   to  us  who  have 
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put  in  all  our  lives  growing  and  selling  cotton  that  to  me  at  least  it  needs  no 
argument. 

I  want  to  say  to  you,  Mr.  Chairman,  that  I  am  familiar  with  the  condition 
of  cotton  growers  and  there  is  no  other  class  of  people  living  that  live  under 
such  distressing  and  inadequate  conditions  as  they.  Take  my  own  section. 
It  is  among  the  richest  lands  in  the  world,  where  we  do  not  spend  one  penny 
for  fertilizer,  where  the  growers  are  not  subjected  to  any  extraordinary 
strains,  where  we  have  no  long,  hard  winters,  and  where  stock  can  live  out 
of  doors  a  great  portion  of  the  year,  and  yet  in  those  sections  where  the 
cotton  is  produced,  where  the  land  is  so  fertile,  the  conditions  are  poorest. 
The  best  houses  in  my  country,  the  best  living  conditions  are  those  in  the 
sections  where  the  lands  are  not  fertile,  and  where  they  are  not  intended 
to  grow  cotton,  and  the  worst  living  conditions,  the  poorest  facilities  for 
educating  the  family  are  in  those  sections  where  the  soil  is  most  fertile  and 
cotton  is  grown.  It  is  not  that  cotton  as  a  whole  does  not  produce  a  great 
deal  of  wealth.  It  does.  It  controls  the  balance  of  trade,  I  think.  But  the 
system  of  marketing  takes  away  from  the  man  that  produces  it  whatever 
profit  accrues,  and  gives  it  to  the  spinner,  the  cotton  buyer,  the  cotton  mer- 
chant, and  cotton  brokers,  as  we  call  them  in  my  country.  It  is  true  that 
nearly  every  big  plantation  in  my  country  at  one  time  or  another  passed  out 
of  the  hands  of  the  planter  into  the  hands  of  the  cotton  merchant,-  who  has 
handled  its  product. 

I  know,  just  merely  as  an  illustration,  of  two  big  plantations  that  lie  in  one 
county  of  my  State.  They  lie  side  by  side.  One  is  13,000  acres  and  the  other 
is  12,500  acres.  About  half  of  each  is  in  cultivation.  The  land  is  just  as 
rich  as  can  be.  There  is  no  end  to  its  fertility.  I  have  known  both  of  those 
places  about  15  years.  One  of  them  is  Sunny  side  and  one  is  Ptedleaf.  Both 
of  them  have  been  through  the  bankruptcy  courts  twice  in  15  years.  One  of 
them  is  in  bankruptcy  now  and  sold  the  other  day  for  just  what  the  first 
mortgage  is.  Both  of  those  plantations  have  sold  for  less  than  the  actual 
improvements.  One  of  them  sold  for  $17.50  an  acre,  with  all  of  its  personal 
property,  including  possibly  100  head  of  mules  that  cost  two  or  three  hundred 
dollars  each,  and  all  of  the  farm  tools.  The  other,  with  16  miles  of  rail  to 
carry  the  crop  to  the  gin,  and  every  improvement,  sold  at  $25  an  acre. 

The  cotton  crop  as  a  whole  has  produced  money,  but  the  marketing  system 
has  taken  every  penny  of  it  away  from  the  man  who  actually  grows  it. 

Personally,  if  I  may  be  permitted  to  say  this,  I  went  to  the  cotton  field  when 
I  was  seven  years  old.  I  stayed  there  until  I  was  grown,  as  an  actual  producer 
of  cotton,  as  a  hired  hand,  a  share  cropper,  and  in  more  recent  years  the  owner 
of  farm  land.  I  know  both  sides  of  the  production  and  selling  of  cotton  as 
an  ordinary  cotton  grower.  I  have  produced  it  with  my  own  hands;  I  have 
gathered  it;  I  have  carried  it  to  market  and  sold  it  at  whatever  the  man 
who  bought  it  was  willing  to  pay  for  it.  Then  I  have  produced*  it  by  owning 
the  land  and  renting  it  on  shares,  and  year  in  and  year  out,  taking  it  altogether, 
there  is  not  any  possibility,  under  the  present  marketing  system,  of  the  man 
that  grows  cotton  keeping  out  of  the  bankruptcy  court.  I  think,  as  a  whole, 
that  the  growing  of  cotton  has  produced  a  balance  of  trade  in  favor  of  this 
country,  and  that  there  is  profit  in  cotton,  but  that  profit  goes  to  the  specu- 
lator and  not  to  the  man  that  produces  it. 

The  Chairman.  How  long  has  this  condition  prevailed  that  you  are  now 
describing? 

Senator  Caraway.  As  Senator  Dial  says,  since  the  Civil  War.  I  am  talking 
about  just  as  far  back  as  my  memory  runs. 

The  Chairman.  It  seems  to  me  strange  that  it  should  continue  so  long  without 
adjusting  itself  in  some  way. 

Senator  Caraway.  I  went  to  the  cotton  fields  40  years  ago,  and  I  have  beeu 
as  closely  associated  with  the  growers  and  sellers  of  cotton  as  a  man  can  be. 
It  has  been  the  main  thing  of  my  whole  life.  After  I  left  the  farm  to  engage 
in  a  profession  every  penny  I  could  get  I  put  into  the  growing  of  cotton. 
It  has  a  kind  of  fascination,  like  gambling ;  we  go  back  to  it,  although  we 
realize  that  there  is  no  profit  in  it. 

As  strange  as  th's  may  seem,  we  know  so  little  about  conditions  that  ex'st  in 
our  common  country,  the  cast  and  the  west  and  the  north  and  the  south,  that 
whenever  we  bring  legislation  touching  these  matters  to  the  attention  of  Con- 
gress it  often  fails.  We  haven't  even  been  agreed  among  ourselves  as  to  the 
remedy.  No  suggest'on  can  be  offered  as  a  solution  of  the  problem  of  marketing 
cotton  that  does  not  meet  opposition  among  the  people  who  are  vitally  interested. 
Some  of  it  arises  out  of  an  honest  difference  of  opinion  of  men  who  have  equal 
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opportunities  to  know  the  situation.  Some  of  it  arises  out  of  propaganda.  The 
present  system  of  marketing  will  find  many  southern  people  who  are  honest 
in  their  belief  that  it  is  a  good  system.  It  finds  a  great  deal  of  support  among 
people  who  are  afraid  of  making  any  change.  There  is  no  section  in  this  coun- 
try that  is  so  conservative  as  the  South.  They  are  afraid  of  any  change.  Men 
who  have  spent  their  lives  under  this  system  are  afraid  to  accept  any  other. 
They  are  afraid  always  that  the  conditions  that  will  be  brought  about  may  dis- 
turb the  market  and  destroy  them.  A  cotton  crop  usually  represents  to  the 
man  who  grows  it  h  s  entire  fortune.  He  has  got  Wis  whole  fortune  at  stake 
each  year,  aud  he  is  afraid  of  changes.  Now,  personally,  I  want  to  see  the 
spinner  have  the  opportunity  to  buy  in  advance  of  the  manufacturer  of  his  cloth 
the  supplies  with  which  he  is  going  to  manufacture,  so  that  he  will  know  what 
it  is  go.ng  to  cost  him.  He  has  a  right  to  know  that.  In  other  words,  he  ought 
not  to  be  compelled  to  sell  goods  for.  future  delivery  when  he  does  not  know 
what  the  material  out  of  which  he  is  going  to  spin  them  is  to  cost  him.  I,  there- 
fore, under  my  bill,  permit  him  to  buy  contracts  for  actual  delivery  of  cotton, 
and  I  would  permit  the  planter,  who  plants  the  crop,  to  sell  it  for  future  deliv- 
ery. If  I  am  going  to  plant  a  thousand  acres  in  cotton  and  I  have  already  made 
all  my  arrangements,  have  all  of  the  labor,  all  of  the  tools,  all  of  the  land  and 
supplies  to  make  that  crop,  I  ought  to  be  permitted  to  sell  a  contract  for  fu- 
ture delivery  of  what  is  a  fair  presumption  that  that  crop  will  yield,  so  that  I 
will  not  be  compelled  to  labor  through  the  year  and  then  get,  next  October,  less 
than  the  cost  of  production.  I  would  not  prohibit  the  farmer  from  selling  his 
contract  to  deliver  cotton  that  he  is  going  to  plant.  I  would  not  prohibit  the 
man  who  is  going  to  buy  that  contract  selling  it  to  the  spinner,  so  that  the 
spinner  will  know  now  what  he  is  going  to  have  to  pay  for  cotton  next  October. 
But  no  further  than  that  would  I  permit  the  selling  of  future  contracts.  Who- 
ever sells  must  be  in  actual  possession  or,  through  contractual  relations,  in  legal 
possession  of  the  cotton  to  make  delivery. 

The  Chairman.  Your  bill  goes  just  that  far? 

Senator  Caraway.  That  far  and  no  further.  I  would  not  permit  people  on 
the  markets  to  sell  millions  of  bales  that  do  not  exist  and  never  will  exist  to 
people  who  do  not  want  them,  never  expect  to  receive  them,  but  just  simply 
manipulate  the  market  up  and  down  for  the  benefit  of  speculators  at  the  cost 
of  the  producer,  and  incidentally  to  the  cost  of  the  consumer.  As  long  as  that 
condition  exists  the  price  of  cotton  will  be  manipulated,  and  the  man  who  grows 
it  will  be  stripped  to  the  bone  every  year. 

(Informal  discussion.) 

Senator  Caraway.  Of  course,  we  are  all  familiar  with  the  legislation  along 
those  lines,  but  I  believe  that  Senator  Smith  will  agree  that  the  law  did  not 
produce  the  effect  that  he  hoped.  It  left  room  for  the  gambler,  and  as  long 
as  it  is  possible  to  sell  contracts  and  to  buy  contracts  wThere  the  seller  neither 
intends  to  deliver  nor  the  buyer  to  accept  delivery,  then  the  cotton  market  is 
going  to  be  a  gamblers'  market.  For  instance,  in  my  State  we  produced  about 
a  million  bales  of  cotton.  The  other  day,  wThen  the  ginners'  report  came  out 
showing  that  the  cotton  was  absolutely  out  of  the  field  and  to  the  gin,  and  the 
supply  was  much  less  than  the  Agricultural  Department's  former  report  would 
indicate,  therefore  less  cotton  than  the  market  would  have  a  right  to  expect, 
it  broke  $3  a  bale.  Now,  that  is  all  reflected  in  the  market.  That  would  reflect 
a  loss  of  $3,000,000  to  the  producer  of  cotton  in  my  own  State,  when  every- 
body knows 

The  Chairman.  You  mean  in  your  State? 

Senator  Caraway.  Yes;  in  my  own  State.  It  would  be  a  loss  of  $3,000,000 
to  the  growers  of  cotton  when  everybody  knows  that  it  is  a  gambler's  raid. 
I  have  known  cotton  which  would  sell  at  a  certain  price  in  a  little  town  down 
home  to  drop  $10  a  bale  by  noon  just  simply  reacting  to  a  gambler's  market 
in  New  York,  and  that  $10  a  bale  represented  more  than  the  actual  profit  to 
the  man  who  produced  it.  In  other  words,  somebody  selling  a  thing  that  he 
did  not  own,  in  New  York,  could  wipe  out  every  dollar  of  profit  of  thousands 
of  men  who,  with  every  member  of  their  family,  had  labored  months  and 
months  to  produce.  Somebody  that  never  saw  it,  never  would  see  it.  never 
would  have  anything  to  do  with  the  actual  product,  might  wipe  out  the  profit 
of  the  whole  year's  work.  Therefore  I  hope  Senator  Smith  will  agree  with  me, 
or  I  can  agree  with  him  on  some  legislation  to  meet  the  situation. 

I  wish  to  amend  the  bill  I  have  offered  by  striking  out  all  reference  to  grain 

(Informal  discussion.) 

(Whereupon  at  11.45  o'clock  a.  m.  the  subcommittee  adjourned  to  meet  at 
the  call  of  the  chairman.) 


TO  AMEND  SECTION  5  OF  THE  COTTON  FUTURES  ACT  AND  TO 
PREVENT  THE  SALE  OF  COTTON  AND  GRAIN  IN  FUTURE 
MARKETS,  

TUESDAY,  FEBRUARY  14,  1922. 

United  States  Senate, 
Subcommittee  on  Agriculture  and  Forestry, 

Washington,  D.  C. 

The  subcommittee  met  pursuant  to  call  at  10.30  o'clock  a.  m.  in  room  201  Senate 
Office  Building,  Senator  Henry  W.  Keyes  presiding. 

Present:  Senators  Keyes  (chairman)  and  Smith. 

Senator  Keyes.  The  committee  will  come  to  order.  Since  the  last  meeting  of  the 
committee,  when  S.  385  and  S.  399  were  taken  up,  S.  385  having  been  introduced  by 
Senator  Dial,  a  new  bill  has  been  introduced  by  Senator  Dial,  S.  3146,  which  he 
asks  to  have  treated  as  a  substitute  for  the  previous  bill,  S.  385,  and  the  chairman 
of  the  Agricultural  Committee  has  referred  that  bill,  S.  3146,  to  this  subcommittee, 
to  be  heard  in  connection  with  the  other  bills  mentioned. 

I  do  not  know  whether  the  witnesses  here  present  will  be  familiar  with  S.  3146  or 
not,  it  just  having  been  introduced  yesterday  and  printed  last  night,  but  it  is  to  be 
treated  as  a  substitute  for  S.  385.  Senate  bill  3146,  as  above  referred  to,  is  here 
printed  in  full,  as  follows: 

[S.  3146,  Sixty-seventh  Congress,  second  session.] 
A  BILL  To  amend  section  5  of  the  United  States  cotton  futures  act. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled,  That  the  second  subdivision  of  section  5  of  the  United  States 
cotton  futures  act.  approved  August  11,  1916,  as  amended,  is  amended  to  read  as 
follows: 

"Second,  (a)  Specify  as  the  class  of  the  contract  one  of  the  following  classes: 

"Class  A,  which  shall  include  only  middling  fair,  strict  good  middling,  good  mid- 
dling, and  strict  middling  grades; 

"Class  B,  which  shall  include  only  strict  middling,  middling,  strict  low  middling, 
and  good  middling  yellow  tinged  grades; 

"Class  C,  which  shall  include  only  strict  low  middling,  low  middling,  strict  mid- 
dling yellow  tinged,  and  good  middling  yellow  stained  grades. 

"(b)  Specify  the  basis  grade  for  the  cotton  involved  in  the  contract,  which  shall 
be  one  of  the  grades  for  which  standards  are  established  by  the  Secretary  of  Agricul- 
ture, and  which  shall  be  one  of  the  grades  included  within  a  class  in  paragraph  (a)  of 
this  subdivision;  the  price  per  pound  at  which  the  cotton  of  such  basis  grade  is  con- 
tracted to  be  bought  or  sold;  the  date  when  the  purchase  or  sale  was  made;  and  the 
month  or  months  in  which  the  contract  is  to  be  fulfilled  or  settled. 

"(c)  If  no  other  class  is  specified  in  the  contract,  or  in  the  memorandum  evidencing 
the  same,  the  contract  shall  be  deemed  a  Class  B  contract. 

"(d)  If  no  other  basis  grade  be  specified  in  the  contract,  or  in  the  memorandum 
evidencing  the  same,  good  middling  shall  be  deemed  the  basis  grade  incorporated 
into  a  Class  A  contract,  middling  shall  be  deemed  the  basis  grade  incorporated  into  a 
Class  B  contract,  and  low  middling  shall  be  deemed  the  basis  grade  incorporated  into 
a  Class  C  contract." 

Sec  2.  That  the  third  subdivision  of  section  5  of  such  act  is  amended  to  read  as 
follows: 

"Third.  Provide  that  the  cotton  dealt  with  therein  or  delivered  thereunder  shall 
be  of  or  within  the  grades  for  which  standards  are  established  by  the  Secretary  of 
Agriculture,  and  of  or  within  the  grades  included  within  the  class  so  specified  or  incor- 
porated as  the  class  of  the  contract,  and  that  cotton  of  any  other  grade  or  grades  shall  nots 
be  dealt  with  therein  nor  delivered  thereunder." 

Sec  3.  That  the  fifth  subdivision  of  section  5  of  such  act.  as  amended,  is  amended 
to  read  as  follows: 

' '  Fifth.  Provide  that  cotton  that,  because  of  the  presence  of  extraneous  mat ter  of  an  j 
character,  or  irregularities  or  defects,  is  reduced  in  value  below  that  of  strict  middling 
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in  the  case  of  a  class  A  contract,  strict  low  middling  in  the  case  of  a  class  B  contract, 
or  low  middling  in  the  case  of  a  class  C  contract,  the  grades  mentioned  being  of  the 
official  cotton  standards  of  the  United  States,  or  cotton  that  is  less  than  seven-eighths  of 
an  inch  in  length  of  staple,  or  cotton  of  perished  staple  or  o\ immature  staple,  or  cotton 
that  is  "gin  cut'  or  resinned,  or  cotton  that  is  'repacked"  or  'false  packed'  or  'mixed 
packed'  or  water  packed.*  shall  not  be  delivered  on.  under,  or  in  settlement  of  such 
contract.'" 

Sec.  4.  That  the  second  paragraph  of  the  seventh  subdivision  of  section  5  of  such 
act.  as  amended,  is  amended  to  read  as  follows: 

"The  provisions  of  the  third,  fourth,  fifth,  sixth,  and  seventh  subdivisions  of  this 
section  shall  be  deemed  fully  incorporated  into  any  such  contract  if  there  be  written 
or  printed  thereon,  or  on  the  memorandum  evidencing  the  same,  at  or  prior  to  the 
time  the  same  is  signed,  the  phrase  "subject  to  United  States  cotton  futures  act. 
section  5.  class  A."  if  the  contract  is  a  class  A  contract,  or  the  phrase  'subject  to 
United  States  cotton  futures  act.  section  5.  class  B."  if  the  contract  is  a  class  B  con- 
tract, or  the  phrase  'subject  to  United  States  cotton  futures  act.  section  5.  class  C."  if 
the  contract  is  a  class  C  contract." 

Sec  5.  That  the  provisions  of  this  act  shall  be  effective  on  and  after  the  thirtieth 
day  after  its  passage,  but  such  provisions  shall  not  be  construed  as  applicable  to  nor 
as  affecting  any  right,  power,  privilege,  or  immunity  under  any  contract  entered  into 
prior  to  such  day. 

Senator  Smith.  Mr.  Chairman,  if  J  may  be  allowed  to  say,  this  is  an  absolutely 
fundamental  change  in  the  whole  process  of  contractual  aereements  as  to  the  sale  of 
cotton. 

Senator  Keyes.  You  are  referring  now  to  S.  :>]4b? 

Senator  Smith.  Yes.  This  breaks  up  the  one  basis  and  substitutes  therefor  three, 
as  the  law  now  says  all  contracts  shall  be  sold  basis  middling.  This  proposes  three 
bases,  A.  B,  and  C.  including  within  those  three  bases  a  certain  number  of  grades. 
It  establishes  a  basis  grade  for  each  one  of  the  three  classes.  I  should  imagine  it 
would  take  some  considerable  time  to  even  visualize  just  how  that  actually  could  be 
put  into  operation. 

Senator  Keyes.  I  think  we  may  as  well  go  on  and  hear  these  witnesses  who  are 
present  on  the  general  features  of  the  legislation,  in  any  event. 

Senator  Smith.  Very  well. 

Senator  Raxsdell.  Mr.  Chairman,  just  a  very  brief  explanation.  1  do  not  care  to 
make  any  statement  mvself  at  this  time. 

The  president  of  the  New  Orleans  Cotton  Exchange.  Mr.  Edward  Butler,  attempted 
to  reach  here  to  testify  to-day  in  regard  to  these  measures,  but  was  suddenly  called 
home  while  en  route  by  the  serious  illness  of  his  wife,  and  he  has  sent  us  a  statement 
which  I  would  like  to  have  go  in  the  record,  and  he  has  also  asked  Mr.  E  B.,Xorman. 
of  Xew  Orleans,  to  speak  for  him. 

I  will  ask  now  if  Mr.  Xorman  will  come  around  here,  please,  and  address|the 
committee. 

STATEMENT  OF  MB.  E.  B.  NORMAN,  NEW  ORLEANS,  LA. 

Senator  Raxsdell.  Mr.  Xorman.  if  you  will,  give  your  name,  occupation,  business 
connection,  address,  and  so  on. 

Mr.  X'ormax.  E.  B.  Xorman.     I  am  a  cotton  merchant. 

Senator  Raxsdell.  With  what  firm  are  you  connected? 

Mr.  Xorman.  H.  &  C.  Newman  (IncA.  of  Xew  Orleans.  La. 

Senator  Raxsdell.  Are  you  associated  with  the  exchange? 

Mr.  Norman.  And  I  am  a  member  of  the  Xew  Orleans  Cotton  Exchange. 

Senator  Keyes.  Pardon '  me.  That  is  not  the  same  as  the  Galveston  Cotton 
Exchange? 

Mr.  Xormax.  No,  sir. 

Senator  Keyes.  That  is  another  exchange? 

Mr.  Xormax.  That  is  another  exchange. 

Senator  Keyes.  [  thought  the  cotton  exchangee  were  limited  to  Xew  Orleans  and 
Xew  York. 

Senator  Raxsdell.  There  are  only  two  chief  future  contract  exchanges. 

Mr.  Xormax.  Except  the  American  Exchange,  which  I  know  very  little  about. 

Senator  Raxsdell.  Where  is  that? 

Mr.  Xormax.  That  is  in  Xew  York  also. 

Senator  Raxsdell.  1  did  not  know  about  that.  But  there  is  a  great  cotton  exchange 
center  in  Xew  ( )rleans  and  one  in  Xew  York  which  deals  in  future  contracts,  and  the 
other  exchanges,  as  1  understand  it,  such  as  that  in  Galveston,  Little  Rock,  Memphis, 
Savannah,  Atlanta- — and  is  there  one  at  Charleston? 
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Mr.  Norman.  There  is  one  in  nearly  every  large  city  of  the  South. 

Senator  Ransdell.  They  do  not  deal  in  cotton  futures? 

Mr.  Norman.  No,  sir.  I  would  like  it  well  understood,  however,  that  the  New 
Orleans  Cotton  Exchange  does  not  deal  only 'in  futures.  As  a  matter  of  fact,  the 
New  Orleans  Cotton  Exchange  was  primarily  organized  for  dealing  in  spot  cotton, 
and  uses  futures  only  as  a  link  for  handling  its  spot  cotton. 

The  principal  merchants  in  the  city  of  New  Orleans,  cotton  merchants,  who  are 
members  of  the  cotton  exchange,  are  primarily  spot  cotton  dealers,  and  the  New  Orleans 
Cotton  Exchange  was  never  organized  for  the  purpose  of  speculation. 

Senator  Ransdell.  Won't  you  explain  briefly,  in  that  connection,  your  own  firm's 
methods  of  doing  business  now?     You  are  a  spot  cotton  dealer  yourself,  or  your  firm  is?' 

Mr.  Norman.  I  shall  be  glad  to  explain  that,  and  I  shall  be  very  glad  if  you  gentle- 
men will  ask  me  any  questions  that  you  may  want  to  ask  in  connection  with  the  han- 
dling of  spot  cotton  and  futures. 

My  firm  has  been  in  the  cotton  business  for  many,  many  years — over  50  years. 
They  have  been  cotton  factors,  who  handled  spot  cotton  for  account  of  their  farmer 
customers,  and  merchant  customers  scattered  throughout  small  interior  points.  They 
sell  spot  cotton  on  a  commission  for  account  of  those  customers,  getting  the  best  price 
that  they  possibly  can. 

Now,  it  is  only  in  recent  years  that  the  future  market  has  become  such  an  important 
necessity  in  the  handling  of  cotton.  Formerly  the  prices  of  cotton  would  range  around 
8  cents,  9  cents,  and  fluctuations  were  not  very  great;  but  during  the  war  prices  went 
up  very  high,  and  it  would  have  been  almost  impossible  to  handle  cotton  successfully 
without  the  use  of  the  futures  market;  and  when  the  price  of  cotton  goes  very  high  of 
course  you  will  find  that  there  are  speculators  who  will  sell  on  the  market,  but  when 
the  price  of  cotton  goes  very  low,  there  is  an  enormous  purchasing  power  in  the  South 
in  the  small  spot  buyer  and  speculator  that  comes  to  the  rescue  of  cotton  and  buys 
spot  cotton  and  future  contracts. 

I  consider  that  this  purchasing  power  of  the  South  is  the  most  potent  that  we  have 
in  the  cotton  business.  There  is  no  question  about  that.  Indrv  idually,  they  may 
have  small  resources,  but  collectively,  when  cotton  goes  too  low,  they  are  always 
ready  to  come  into  the  breach  and  buy  cotton  and  in  that  way  we  keep  cotton  at  a 
sort  of  an  equilibrium. 

Senator  Ransdell.  You  mean  they  buy  on  the  exchange? 

Mr.  Norman.  Yes;  they  buy  on  the  exchange,  and  buy  spot  cotton.  But  during 
the  past  year  we  had  an  enormous  surplus  of  cotton  throughout  the  South.  There 
was  no  demand  in  Europe.  There  was  no  demand  from  the  cotton  mills.  We  were 
undergoing  deflation,  and  the  price  of  spot  cotton  went  down  to  about  10  cents  per 
pound  in  the  interior.  When  it  was  on  the  way  down  to  10  cents,  about  the  time  that 
spot  cotton  struck  18  cents,  the  buyers  throughout  the  South  began  to  buy  cotton, 
and  speculators  bought  futures,  because  they  figured  that  18  cents  was  low  enough 
for  cotton.  Of  course,  they  were  mistaken,  because  cotton  went  down  below  18  cents. 
It  went  on  down  to  10  cents.  But  it  is  an  absolute  fact  that  on  the  way  down  spot 
cotton  led  the  decline  and  future  cotton  then  began  to  be  quoted  at  higher  prices 
than  spot.  At  that  time  firms  with  large  resources  came  into  the  market  and  bought 
spot  cotton  which  they  were  able  to  hedge  through  future  contracts.  Without  the 
use  of  those  future  contracts,  which  was  their  insurance,  those  large  firms  would  have 
been  unable  to  buy  the  enourmous  quantities  of  spot  cotton  that  they  did  buy. 

Senator  Ransdell.  Please  explain  in  simple  language  what  you  mean  by  this 
hedge? 

Mr.  Norman.  What  I  mean  by  a  hedge  is  when  a  spot  firm  buys  100  bales  of  futures, 
say,  at  15  cents  a  pound. 

Senator  Ransdell.  To  be  delivered  some  time  in  the  future.  Do  you  mean  for 
future  delivery? 

Mr.  Norman.  Either  for  future  delivery  or  for  immediate  delivery,  at  a  fixed  price. 
The  buyer  then  sells  100  bales  of  future  contracts,  say,  at  15\  cents,  which  is  his 
insurance.  If  the  market  goes  down  he  makes  a  profit  on  the  future  contract  that  he 
sells,  and  he  loses  money  on  the  spot  cotton  that  he  has.  If  the  market  goes  up  he 
loses  money  on  the  future  contract  that  he  sells  and  he  makes  an  equivalent  amount 
of  money  on  the  spot  cotton  that  he  buys. 

I  have  prepared  here  a  statement 

Senator  Ransdell.  Just  a  moment.  Now,  he  uses  that  future  contract,  then,  as 
an  insurance? 

Mr.  Norman.  As  an  insurance,  exactly. 

Senator  Ransdell.  And  he  does  not  expect  to  actually  take  the  cotton,  but  he  uses 
that  to  guarantee  himself  against  losing  on  the  spots  that  he  has  bought? 

Mr.  Norman.  Sometimes  he  expects  to  take  the  cotton.  That  is  a  very  interesting 
subject. 
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Yesterday  Senator  Dial  denounced  in  unmeasured  terms  the  United  States  cotton 
futures  act,  known  as  the  Smith-Lever  law.  He  said  it  was  not  right;  that  it  ought 
to  be  improved;  that  it  was  unfair  as  it  is  now.  Yet,  as  a  matter  of  fact  the  cotton 
trade,  which  makes  use  of  the  future  contracts  as  presently  constituted,  is  very  well 
pleased  with  that  contract.  The  buyer  is  pleased  with  it  and  the  seller  is  pleased 
with  it.  As  a  matter  of  fact,  the  contract  has  worked  so  well  as  a  price  insurance 
that  it  has  not  been  profitable  to  either  receive  cotton  on  a  contract  to  any  great  extent 
during  the  past  several  years  nor  has  it  been  profitable  to  deliver  cotton  against  your 
sales.  If  you  have  a  perfect  contract  there  is  no  cotton  delivered  against  the  sales, 
nor  is  that  cotton  received  against  the  purchase,  because  the  difference  in  the  grades 
below  middling,  which  are  value  differences,  are  so  fair  to  the  buyer  and  to  the  seller 
that  there  is  no  advantage  to  either  one — to  the  seller  to  deliver  or  to  the  buyer  to 
receive. 

Senator  Caraway.  May  I  ask  a  question? 

Mr.  Norman.  Certainly. 

Senator  Caraway.  You  mean  by  seller  of  a  contract — you  don't  mean  the  actual 
sale  of  the  cotton? 

Mr.  Norman.  The  actual  sale  of  a  future  contract. 

Senator  Caraway.  In  other  words,  the  machine  works  so  well  that  both  of  them 
make  money  out  of  it? 

Mr.  Norman.  No,  sir;  I  don't  mean  to  say  that. 

Senator  Caraway.  Then  who  does  pay?  You  say  you  lose  the  money  on  your 
future  contract.  Who  pays  that?  Who  makes  it?  Does  the  consumer  of  the  cotton 
goods  or  the  producer  of  the  cotton? 

Mr.  Norman.  Well,  I  contend  that  there  is  a  buyer  for  every  seller. 

Senator  Caraway.  Of  course;  that  is  elementary.  One  could  not  buy  without  the 
other  one  sold.  But  who  finally  bears  the  burden  of  the  expense  of  your  so-called 
insurance? 

Mr.  Norman.  There  may  be  no  burden  whatsoever. 

Senator  Caraway.  You  pay  out  the  money,  don't  you?  Somebody  pays  out 
money. 

Mr.  Norman.  On  the  one  hand,  one  buyer  buys  athousand  bales  of  spot  cotton,  and 
he  sells  a  thousand  bales  of  futures.  On  the  other  hand,  a  seller  sells  a  thousand  bales 
of  spot  cotton,  and  he  buys  a  thousand  bales  of  futures.  Now,  this  seller  who  sells 
futures  sells  it  to  the  spot  man  who  buys  futures,  and  then,  in  that  case,  there  would  be 
no  loss  whatsoever. 

Senator  Caraway.  Everybody  pays  a  premium  and  nobody  loses? 

Mr.  Norman.  In  that  particular  case  there  would  be  no  loss  whatsoever. 

Senator  Caraway.  Suppose  you  pay  out  a  thousand  dollars  for  insurance;  how  do 
you  get  it  back? 

Mr.  Norman.  You  don't  want  to  get  it  back. 

Senator  Ransdell.  You  don't  mean  to  say  you  do  not  pay  the  cost  of  insurance. 
You  pay  the  cost  of  insurance,  but  you  don't  stand  any  other  loss  than  the  cost  of 
insurance. 

Mr.  Norman.  You  pay  the  commission. 

Senator  Caraway.  Who  loses  that  money?  The  grower  of  the  cotton  or  the  con- 
sumer of  the  cotton? 

Mr.  Norman.  Neither  one,  necessarily. 

Senator  Caraway.  Then  who  does,  necessarily? 

Mr.  Norman.  No  one  necessarily. 

Senator  Caraway.  Well,  does  anybody? 

Mr.  Norman.  Not  necessarily. 

Senator  Caraway.  Then,  you  are  a  wonderful  financier  if  you  can  tell  us  how  you 
figure  out  a  thousand  dollars  and  it  costs  nobody  a  penny. 

Mr.  Norman.  All  you  lose  necessarily  is  your  commission.  If  you  happen  to  have 
a  mill  buying  a  thousand  bales  of  cotton  against,  goods,  which  represent  a  thousand 
bales  of  cotton,  the  seller,  who  sells  a  thousand  bales  of  cotton  to  the  mill,  purchases 
a  thousand  bales  of  cotton  future,  don't  you  see? 

Senator  Caraway.  I  know;  both  of  them  get  insurance,  but  somebody  has  got  to 
pay  for  it,  and  the  ultimate  consumer  or  the  original  producer  of  the  cotton,  one  or 
the  other,  pays,  does  he  not?     It  is  added  to  the  cost  one  way  or  the  other. 

Mr.  Norman.  What  is  added  to  the  cost  is  the  commission.  When  you  take  the 
speculator,  he  may  either  make  or  lose,  as  the  case  may  be. 

Senator  Caraway.  Well,  pardon  me.  Of  course  anybody  knows  that.  Anybody 
who  gambles  may  lose.  But  you  said  that  the  cotton  futures  act  works  so  well  that 
both  the  buyer  and  the  seller  were  pleased  with  it. 

Mr.  Norman.  Yes,  sir. 
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Senator  Caraway.  What  produced  the  violent  declines  in  the  cotton  market  in 
1921-22? 

Mr.  Norman.  In  the  futures  market? 

Senator  Caraway.  Yes. 

Mr.  Norman.  I  could  not  tell.  We  have  more  violent  rises  in  the  future  market, 
as  a  rule,  than  we  have  declines. 

Senator  Caraway.  We  had  in  1920  and  1921  both  rises  and  declines. 

Mr.  Norman.  We  had  in  1921,  commencing  about  August  14,  a  very,  very  violent 
rise  in  the  cotton  market. 

Senator  Caraway.  How  long  did  it  last? 

Mr.  Norman.  It  lasted  until  about  December,  when  the  demand  for  spot  cotton 
pegged  out.     Then  naturally,  automatically "  aepression— — 

Senator  Caraway.  Have  you  got  anything  here  to  put  in  the  record  to  show  how 
the  market  fluctuated? 

Mr.  Norman.  I  have.  I  think  you  can  follow  very  easily,  and  I  think  you  will 
find 

Senator  Keyes.  It  seems  to  me  we  are  perhaps  wandering  in  the  way  which  testi- 
mony is  being  heard.  This  whole  discussion  seems  to  lead  us  almost  nowhere  and  the 
witness,  it  seems  to  me,  is  here  to  be  heard  on  the  bills  before  the  committee.  If  the 
witness  could  first  be  allowed  to  make  any  statement  that  he  desires  in  regard  to  the 
bills  before  us,  it  certainly  would  be  helpful  to  me  at  least  in  understanding  some  of 
the  complications  of  cotton  marketing.  I  wish  that  we  might  hear  what  the  witness 
has  to  say  in  regard  to  the  proposed  legislation  covered  by  these  bills  and  then  if  any- 
body desires  to  ask  any  questions  they  can  do  so. 

Senator  Ransdell.  Proceed,  Mr.  Norman,  and  explain  the  functions  of  the  cotton 
exchange  and  the  objections  which  you  have  to  these  bills,  and  please  go  ahead  in 
your  own  way. 

Mr.  Norman.  As  I  mentioned,  Senator  Dial  denounced  in  very  strong  terms  the 
United  States  cotton  futures  act  as  at  present  constituted.  I  contend  that  this  law 
works  out  very  satisfactorily  to  both  the  buyer  and  the  seller  in  the  performance  of 
the  functions  that  it  was  intended  to  perform;  and,  as  a  matter  of  fact,  gentlemen,  to 
give  you  an  idea  of  how  the  farmer  gets  the  advantage  of  the  sale  of  future  contracts 
at  times,  last  year,  in  the  spring  of  the  year,  we  had  no  demand  for  spot  cotton  at  all. 
You  could  not  sell  it.  The  firm  that  I  represent  had  abo-it  20,000  bales  of  spot  cotton 
belonging  to  small  farmers  throughout  the  country. 

Senator  Ransdell.  In  several  States? 

Mr.  Norman.  In  several  States.  They  could  not  sell  spot  cotton  at  11^  cents  a 
pound,  yet  the  speculator  took  a  more  optimistic  view  about  the  futures  and  bought 
futures,  and  while  spot  cotton  could  not  be  sold  readily  at  11£  cents,  future  cotton 
could  be  sold  at  12  cents  a  pound  right  in  the  city  of  New  Orleans.  My  firm  sold 
thousands  of  bales  of  March  cotton  and  May  cotton  belonging  to  their  customers,  little 
customers  scattered  around  the  country.  They  had  this  cotton  certificated  in  accord- 
ance with  the  Smith-Lever  law,  and  they  delivered  this  cotton  on  contracts  at  50 
points  higher  than  they  could  get  for  the  spot  cotton  on  the  market.  They  delivered 
basis  middling,  which  has  been  so  criticized  by  Senator  Dial.  They  delivered  basis 
middling  at  50  points  higher  than  they  could  sell  even  running  middling  on  the 
New  Orleans  spot-cotton  market. 

Senator  Ransdell.  What  would  have  happened,  in  your  judgment,  to  the  spot- 
cotton  market  if  there  had  not  been  an  opportunity  at  that  time  to  sell  the  spots  on 
the  futures  market? 

Mr.  Norman.  My  dear  sir,  if  the  speculator  and  the  small  cotton  buyers  throughout 
the  South  did  not  come  into  the  breach  at  that  time  and  buy  future  cotton,  I  don't 
know  how  low  spot  cotton  would  have  gone.  It  certainly  could  have  gone  to  6  cents 
a  pound. 

Senator  Ransdell.  Certainly  much  lower  than  it  did? 

Mr.  Norman.  Yes.  It  might  have  gone  to  6  cents  a  pound,  the  same  price  that  it 
went  to  after  the  cotton  exchanges  were  closed  in  1914.     I  went  into  the  market 

Senator  Ransdell.  That  is  very  interesting.  When  the  cotton  exchanges  were 
closed  in  1914,  what  happened? 

Mr.  Norman.  When  they  closed,  futures  were  quoted  at  12  cents  a  pound. 

Senator  Ransdell.  That  was  because  of  the  war,  they  were  closed  in  1914V 

Mr.  Norman.  Because  of  the  war.  After  they  were  closed  spot  cotton  went  down 
to  6  cents  a  pound . 

Senator  Ransdell.  There  was  no  chance  to  speculate  then;  no  exchanges  on  which 
you  could  speculate? 
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Mr.  Norman.  No  exchanges  on  which  you  could  speculate.  New  York  or  New 
Orleans,  or  anywhere  else.     Liverpool  was  closed  also. 

Senator  Ransdell.  And  cotton  went  to  6  cents? 

Mr.  Norman.  Yes.  Then  after  the  war  during  this  terrible  deflation  that  we  had. 
commencing  in  1920,  it  hurt  the  South  terribly.  During  this  terrible  deflation  spot 
cotton  was  going  begging,  and  you  could  not  sell  it.  It  went  down  to  10  cents  a  pound 
in  the  country.  Yet,  as  I  say,  we  were  able  to  sell  future  contracts  for  our  customers 
and  deliver  the  farmers'  cotton  on  those  future  contracts.  We  delivered  about  10,000 
bales,  I  think,  during  the  several  months  when  we  could  not  sell  spot  cotton.  We 
delivered  this  basis  middling  cotton  in  grades  between  low  middling  and  middling 
fair  at  honest  differences.  We  try  to  keep  the  differences  honest  and  fair  to  both 
buyer  and  seller.  We  delivered  these  grades  basis  middling  at  50  points  above  what 
we  could  get  for  even  running  cotton  on  the  New  Orleans  market. 

Senator  Ransdell.  And  that  was  because  there  was  a  speculative  element  in  the 
South  which  had  confidence  that  the  cotton  would  go  up? 

Mr.  Norman.  Yes,  sir. 

Senator  Ransdell.  And  there  were  exchanges  on  which  a  contract  of  that  kind 
could  be  made? 

Mr.  Norman.  Yes,  sir.  And  their  confidence  was  fully  justified  in  the  manner  in 
which  the  cotton  market  reacted  in  August. 

Now,  gentlemen,  as  I  explained  before,  a  perfect  contract  very  rarely  would  permit 
of  the  delivery  or  receiving  of  cotton  on  contract,  or  it  would  not  perform  the  functions 
for  which  it  was  intended;  that  is,  price  insurance.  Anybody  can  realize  if  they  stop 
to  consider  that  any  grade  that  you  receive  on  this  contract  you  receive  at  the  proper 
allowance.  If  it  is  middling  you  receive  it  at  the  price  that  you  pay  for  the  contract. 
If  it  is  strict  low  middling  you  receive  it  at  the  proper  discount  under  middling.  If  it 
is  strict  middling,  you  receive  it  at  the  proper  premium  above  middling.  In  other 
words,  the  commercial  difference,  which  is  diametrically  opposed  to  fixed  difference, 
and  for  that  reason  our  future  market  functions  very  closely  with  spot  cotton. 

Senator  Ransdell.  Please  explain,  Mr.  Norman,  why  it  is  that  a  great  many  more 
bales  of  futures  are  dealt  in  on  the  exchanges  that  there  are  actual  bales  of  spot  cotton. 
The  reason  I  ask  this  question  is  because  Senator  Dial  and  others  talk  about  there 
being  perhaps  100,000,000  bales  of  future  cotton  dealt  in.  Now.  give  us  just  a  graphic 
explanation  of  how  that  comes  about. 

Mr.  Norman.  Well,  Senator,  last  summer,  when  I  called  on  you  here,  I  told  you 
that  I  would  write  you  a  letter  explaining  very  carefully  the  functions  of  the  future 
market  and  its  relationship  to  spot  cotton,  and  I  gave  you  a  very  lengthy  explanation, 
but  I  am  not  going  to  burden  this  committee  with  a  reading  of  it,  because  it  will  take 
too  much  time.  But  I  will  try  to  explain  one  or  two  points  here  that  I  think  are 
rather  important,  and  I  would  bike  to  submit  this  as  a  part  of  the  record,  if  it  is  agree- 
able to  the  committee. 

Senator  Keys.  That  is  perfectly  agreeable.  It  will  go  into  the  record.  You  can 
explain  what  you  want  at  this  time. 

Senator  Ransdell.  Explain  briefly  what  you  wish  to,  and  put  the  letter  in  the 
record  in  full. 

(The  letter  above  referred  to  is  as  follows:) 

relation  between  spot  and  future  cotton  markets,  during  the  current  and 

preceding  seasons,  explained    by  mr.  e.  b.  norman,  of  the  new  orleans 

cotton  exchange. 

New  Orleans.  La.,  October  11,  1921. 
Senator  Joseph  E.  Ransdell, 

Senate  Office  Building,  Washington,  D.  C. 

Dear  Sir:  I  am  inclosing  herewith  a  chart  which  1  have  had  prepared,  illustrating 
the  differences  between  the  cotton  future  market  and  spot  cotton  prices  which  have 
prevailed  during  this  and  the  previous  cotton  seasons.  From  this  chart  any  layman 
should  be  able  to  get  a  very  clear  idea  of  the  action  of  the  future  market,  as  compared 
with  spot  prices,  both  during  a  period  of  high  prices  and  inflation  and  a  period  of  low 
prices  and  deflation." 

From  the  chart  you  will  notice  that  during  the  season  of  1919-20  the  future  prices 
of  cotton  were  considerably  lower  than  the  extremely  high  prices  prevailing  for  spot 
cotton.  This  was  due  to  the  fact  that  the  purchaser,  who,  realizing  the  extremely 
high  price  of  spot  cotton  was  not  willing  to  take  the  risk  of  buying  the  distant  future 
months  at  the  price  of  spot  cotton,  but  would  only  buy  provided  he  could  purchase 
cotton  for  delivery  in  the  future  at  a  comparatively  heavy  discount. 

When  the  market  began  to  decline  in  the  summer  and  fall  of  1920  you  will  notice 
the  lino  representing  future  prices  came  nearer  to  spot  values  and  when  the  market 
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went  below  18  cents  the  curved  line  representing  future  prices  crossed  the  line  repre- 
senting spot  values  and,  as  the  market  continued  to  decline,  you  will  note  that  the 
future  line  continued  to  advance  further  and  further  above  the  line  representing 
spot  prices. 

It  was  perfectly  clear  to  spot  firms,  who  kept  in  close  touch  with  the  market,  that 
the  pressure  to  sell  spot  cotton  in  face  of  an  extremely  poor  demand  for  spots  and  a 
comparatively  large  crop  forced  the  price  of  cotton  down. 

The  speculator,  who  then  came  into  the  breach  thinking  that  prices  had  gone  too 
low,  began  to  purchase  future  contracts  and  force  the  future  market  away  above  the 
price  of  spot  cotton  thereby  preventing  an  utter  collapse  and  complete  demoraliza- 
tion in  the  cotton  trade.  The  speculator  bought  the  market  all  the  way  down  par- 
ticularly after  it  struck  20  cents  per  pound.  You  will  notice  from  the  curved  lines 
on  the  chart  how  the  future  market,  after  the  18-cent  figure  was  reached,  has  been  held 
consistently  above  spot  cotton  in  the  face  of  practically  no  demand  for  spots,  a  small 
consumption  and  a  record  surplus  or  "carry  over. " 

This  explanation,  I  think,  fairly  shows  some  of  the  functions  that  the  speculator 
performs  m  the  marketing  of  this  vast  commodity,  this  function  is  in  fact  price 
insurance.  When  the  market  is  extremely  high  he  will  sometimes  sell  but  when 
the  market  goes  extremely  low  you  can  always  depend  upon  him  to  buy,  as  it  can  be 
clearly  shown  that  the  speculator  is  more  usually  a  buyer  than  otherwise. 

During  the  past  months  of  severe  depression  when  there  was  no  demand  for  spot 
cotton  from  Europe  or  from  domestic  mill  large  spot  firms  came  into  the  market  for 
spot  cotton  thereby  preventing  a  much  greater  disaster  in  value  and  the  only  reason 
why  they  considered  purchasing  large  quantities  of  cotton  at  a  time  when  money 
was  so  difficult  to  procure  and  the  demand  for  spots  so  unsatisfactory,  was,  that  the 
speculator  was  absorbing  an  enormous  quantity  of  future  contracts  at  a  premium 
over  spots.  These  firms  relieved  the  market  of  cotton  that  was  being  pressed  for 
sale,  thereby  preventing  a  further  decline  in  spot  cotton  and  they  sold  future  con- 
tracts as  a  hedge  against  these  purchases  and  the  speculator  purchased  these  future 
contracts  when  no  others  would  buy. 

At  a  time  when  spot  cotton  was  quoted  in  New  Orleans  at  11.50  cents  and  it  was  diffi- 
cult to  get  purchasers,  the  cotton  factors  in  this  market,  who  held  large  stocks  of  cot- 
ton for  their  clients,  principally  farmers  and  country  merchants,  were  able  to  sell 
future  contracts;  namely  cotton  for  delivery  during  May  against  sales  of  May  futures 
and  cotton  for  delivery  in  July  against  sales  of  July  futures  at  prices  well  above  12 
cents.  The  results  were  most  satisfactory  to  the  farmers  and  merchants  whose  cot- 
ton was  sold  in  this  manner. 

If  the  cotton  factors  had  been  unable  to  sell  these  future  contracts  thereby  dispos- 
ing of  spot  cotton  which  they  had  for  sale  they  would  have  been  forced  to  sell  on  the 
open  spot  market  at  whatever  spot  price  they  could  obtain  and,  it  is  hard  to  estimate 
how  low  the  spot  market  in  New  Orleans  would  have  been  forced. 

This  illustration  of  the  relief  afforded  by  the  future  market  in  New  Orleans  is  ap- 
plicable practically  to  every  section  of  the  cotton  belt  as  the  future  market  afforded 
an  outlet  for  cotton  at  a  time  when  there  was  practically  no  demand  for  spot  cotton 
except  that  created  by  the  demand  for  future  contracts. 

Cotton  is  regarded  as  the  prime  collateral  of  the  South  and  this  is  due  to  the  fact 
that  any  time  in  the  day  a  purchaser  can  be  obtained  on  the  basis  of  futures.  Quo- 
tations of  the  future  market  are  telegraphed  practically  to  every  portion  of  the  cotton 
belt  and  these  quotations  are  an  enormous  help  to  the  cotton  farmers  in  the  remotest 
part  of  the  belt.  Without  these  quotations  it  would  be  hard  for  the  intelligent  cot- 
ton man  to  conceive  how  to  conduct  a  conservative  business. 

.  At  times  large  cotton  firms  frequently  purchase  cotton  where  there  is  no  assurance 
of  profit  when  with  the  assistance  of  the  future  market  they  can  protect  themselves 
against  loss.  It  is  easy  to  realize  therefore  the  small  margins  that  the  business  is 
sometimes  done  on,  especially  during  times  such  as  we  have  been  through  during  the 
past  year. 

Without  the  future  market  the  conservative  cotton  firms  would  not  consider  pur- 
chasing spot  cotton  unless  thev  felt  assured  of  a  large  margin  to  protect  them  against 
the  possibility  of  decline.  The  little  farmer  at  some  remote  part  of  the  belt  would 
be  uniformed  as  to  dependable  values  and  he  would  be  at  the  mercy  of  the  small 
cotton  buyer  in  his  locality  who  in  turn  for  self-protection  would  have  t  o  buy  extreme!  v 
cheap  to  avoid  possibility  of  loss. 

Without  future  contracts  the  conservative  cotton  merchants  would  only  buy  spot 
cotton  when  they  had  a  sale  for  it  in  the  large  domestic  or  European  markets.  There- 
fore it  would  be  very  difficult  to  conceive  what  would  happen  to  the  cotton  market 
during  periods  of  depression  such  as  we  have  had  during  the  past  season  when  at 
times  there  was  practically  no  demand  at  all  except  on  the  future  boards. 
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Just  as  the  speculator  in  future  contracts  performs  a  service  in  tl  at  be  provides  price 
insurance,  so  also  does  the  small  spot  speculator  scattered  around  buying  a  few  bales 
here  and  a  few  bales  there  perform  a  distinct  sendee. 

As  a  rule  you  will  find  the  small  spot  buyer,  and  particularly  the  small-spot  specula- 
tor, will  pay  prices  just  as  high  as  the  representatives  of  the  large  firms,  expecting  the 
next  day  or  shortly  thereafter  to  find  some  purchaser  at  a  higher  price  or  expecting 
market  to  advance. 

You  will  find,  however,  that  the  spot  speculator  always  uses  the  future  market  as  a 
guide,  knowing  that  based  on  or  off  the  future  market  he  can  depend  upon  getting  a 
purchaser.  Therefore  it  will  be  seen  that  the  cotton  speculator  performs  a  distinct 
service,  not  depressing  a  commodity  below  its  actual  value,  but  in  stabilizing  prices 
and  actually  buying  the  market  up  when  prices  are  cheap. 

If  future  and  spot  speculators  were  eliminated  the  cotton  business  would  thus  be 
controlled  by  a  few  large  firms,  and  during  the  heavy  marketing  season  when  large 
quantities  of  spot  cotton  are  thrown  on  the  market  the  purchasing  power  of  these  few 
firms  would  soon  be  exhausted,  and  there  is  no  telling  how  low  prices  would  decline. 
As  it  is  now,  the  purchasing  power  is  so  vastly  distributed  that  the  control  of  values 
can  not  be  held  in  the  hands  of  a  few. 

We  have  as  factors  in  the  vast  cotton  trade,  on  the  one  hand,  the  conservative  cotton 
factor,  the  conservative  cotton  merchant  (who  almost  invariably  uses  the  future 
market  as  insurance),  the  buying  broker,  the  selling  broker,  the  consuming  markets, 
and,  on  the  other  hand,  the  more  or  less  speculative  merchant,  the  numerous  small 
speculative  spot  buyers,  and  the  scattered  future  speculators  who  may  be  found  in 
any  of  the  above-described  classes.  Those  described  secondly  probably  constitute 
75  per  cent  of  the  whole  cotton  trade;  they  perform  a  function  which  must  be  recog- 
nized as  most  important.  To  withdraw  from  the  market  by  a  single  act  of  legislation 
the  price  insurance  which  is  afforded  by  the  vastly  distributed  purchasing  power 
afforded  the  market  by  this  class  of  trader  would  be  most  dangerous  and  ill-advised. 
It  would  disrupt  the  very  fabric  of  the  cotton  trade  and  destroy  the  foundation  of  an 
industry  which  has  taken  years  and  years  to  develop  and  perfect. 

You  can  not  eradicate  speculation  in  cotton.  You  may  destroy  well-regulated 
speculation  in  future  contracts,  which  is  now  conducted  under  the  supervision  of  the 
Department  of  Agriculture  and  part  of  its  machinery  being  afforded  by  this  depart- 
ment of  the  Government,  but,  in  doing  so,  you  will  cripple  the  cotton  trade  througout 
the  entire  world. 

A  thorough  understanding  of  cotton  trading  and  the  universal  use  made  of  the  future 
markets  as  an  adjunct  to  the  orderly  handling  and  marketing  of  this  vast  commodity 
can  not  be  assimilated  in  a  day  or  a  year.  I  venture  to  say  that  more  spot  cotton,  by 
many  million  bales,  is  handled,  bought,  or  sold  on  the  basis  of  futures  annually  than  is 
raised  in  the  entire  world  each  year. 

The  cotton  buyer  when  he  purchases  100  bales  of  cotton  in  September  frequently 
uses  the  future  market  by  selling  100  bales  of  cotton  for  delivery  in  October  through  a 
cotton  broker.  The  buyer  again  uses  the  future  market  when  he  sells  100  bales  of 
specific  cotton  for  December  delivery  to  a  mill  by  purchasing,  in  the  future  market, 
100  bales  of  cotton  for  delivery  in  October. 

The  mill  frequently  uses  the  future  market  when  it  sells  goods  representing,  in  raw 
material,  100  bales  of  cotton  by  buying  100  bales  of  cotton  in  the  future  market.  The 
mill  again  uses  the  future  market  when  it  buys  spot  cotton  at  a  fixed  price  from  some 
merchant  or  shipper  by  selling  and  closing  out  the  future  contract  which  it  has  already 
purchased.  This  places  the  mill  in  the  position  of  having  the  cotton  purchased  at  a 
fixed  price  from  the  merchant  and  having  its  goods  sold  at  a  fixed  price,  but  in  the 
interim  between  the  time  the  goods  were  originally  sold  and  the  time  the  cotton  was^ 
purcliased  from  the  merchant  the  mill  used  the  future  market  to  protect  itself  against' 
loss,  in  other  words,  as  price  insurance. 

At  the  time  that  the  merchant  sold  the  100  bales  of  spot  cotton  to  the  mill  for  future 
delivery  if  he  did  not  have  on  hand  100  bales  of  spot  cotton  suitable  he  purchased 
100  bales  of  futures  as  protection  until  such  time  as  he  could  purchase  the  spot  cotton 
required. 

This  merchant  may  then  buy  100  bales  of  spot  cotton  from  another  merchant  who 
in  turn  would  use  the  future  market  by  purchasing  100  bales  future  contracts  to 
protect  himself  against  an  advance  in  the  market  until  such  time  as  he  is  able  to 
purchase  the  specific  cotton  which  he  may  require  to  fill  his  order.  When  he  finally 
buys  this  specific  100  bales  of  spot  cotton  he  sells  the  100  bales  of  future  cotton  which 
he  has  purcliased,  thereby  closing  out  the  future  contract. 

This  is  the  manner  conservative  merchants  make  use  of  the  future  market  for  price 
insurance,  and  it  can  be  readily  understood  how  frequently  a  future  contract  may 
change  hands  during  a  period  of  activity  in  the  spot  market. 
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When  the  exporter  sells  1,000  bales  of  cotton  by  cable  to  a  European  buyer  he  buys 
1,000  bales  of  future  cotton  to  protect  himself  against  an  advance  in  the  market  until 
such  time  as  he  is  able  to  purchase  the  specific  cotton  to  be  exported  to  fill  his  contract 
of  sale.  He  may  sell  1,000  bales  of  cotton  for  export,  shipment  to  be  made  100  bales  a 
month  for  10  months,  in  which  case  he  frequently  hedges  his  sale  by  purchases  of 
future  contracts  until  shipment  is  due  when  he  sells  his  future  contracts  and  at  the 
same  time  purchases  the  specific  cotton  which  he  requires  from  another  merchant. 
The  other  merchant  frequentlv  uses  the  future  market  by  purchasing  a  similar  number 
of  bales  on  the  future  market  as  a  protection  against  a  rise  in  the  market.  This  is 
price  insurance. 

On  the  other  hand  a  European  mill  may  sell  goods  representing,  in  raw  material,. 
100  bales  of  cotton.  If  the  mill  is  unable  to  purchase  the  specific  cotton  at  the  time 
of  sale,  which  is  frequently  the  case,  it  purchases  100  bales  of  cotton  for  future  delivery 
in  Liverpool,  New  York,  or  New  Orleans,  this  transaction  in  futures  being  his  price 
insurance,  protecting  the  profit  in  the  transaction.  The  mill  then,  at  an  opportune 
time,  purchases  the  cotton,  say  from  a  merchant  in  Europe,  at  the  same  time  selling  the- 
100  bales  of  futures,  which  has  served  its  purpose. 

The  merchant  in  Europe  in  turn  buys  100  bales  from  an  American  exporter,  or  if  he 
is  unable  to  buy  this  specific  cotton  at  the  time,  he  immediately  purchases  100  bales 
of  future  contracts  which  he  uses  as  price  insurance  to  protect  himself  against  the  100 
bales  he  has  sold  until  such  time  as  he  is  able  to  buy  the  100  bales  of  specific  cotton 
which  he  requires. 

The  exporter  in  America,  when  he  sells  the  merchant  in  Europe  the  100  bales  of 
specific  cotton,  purchases  100  bales  of  spot  cotton  or  100  bales  of  futures  as  a  hedge 
against  the  100  bales  sold,  and  this  operation  may  be  repeated  several  times. 

The  above  explanation  shows  the  manner  in  which  the  future  market  is  utilized  all 
over  the  world  by  the  conservative  trade  as  price  insurance.  It  will  be  seen  by  the 
above  that  on  100  bales  of  cotton  sold  to  a  mill  in  Europe  a  number  of  100-bale  future 
contracts  may  be  traded  in  against  the  purchase  and  sale  of  the  specific  cotton,  depend- 
ing upon  the  number  of  merchants  who  sell  this  100  bales  from  one  to  the  other  before 
it  reaches  its  final  destination. 

In  the  event  that  trading  is  very  much  restricted  and  only  limited  to  specific  trans- 
actions in  specific  cotton  the  so-called  speculator  would  be  eliminated  and  there  would 
not  be  at  all  times  a  supply  of  future  contracts  and  the  result  would  be  that  the  future 
market  would  automatically  close.  When  the  seller  comes  in  the  market  for  the  sale 
of  a  future  contract  there  must  always  be  a  purchaser  and  vice  versa. 

It  is  a  well-recognized  fact  that  the  buyer  makes  a  market,  if  you  eliminate  the 
cotton  speculator,  the  majority  of  whom  are  buyers,  you  destroy  a  great,  potential,  and 
vastly  distributed  buying  power  which  will  leave  the  cotton  market  at  times  in  a  most 
helpless  state. 

It  is  not  only  in  the  future  market  that  futures  are  traded  in,  and  it  is  not  only  in  the 
future  market  that  basis  cotton  is  bought  and  sold.  One  may  buy  from  a  mrechant 
in  the  interior  100  bales  of  basis  middling  cotton  for  delivery  each  month  from  Sep- 
tember to  December  at  a  fixed  price  with  differences  at  which  grades  other  than 
middling  are  to  be  taken  specified  at  the  time  of  purchase.  The  seller  frequently  is 
given  the  right  to  deliver  any  grade  from  good  ordinary  up  to  strict  good  middling  at 
fixed  differences  below  the  price  of  middling  for  the  lower  grades  and  above  the 
price  of  middling  for  the  higher  grades.  An  enormous  proportion  of  the  cotton  crop 
each  year  is  sold  basis  middling.  The  purchaser  of  basis  cotton  usually  sells  to  mills 
and  merchants  the  number  of  each  grade  which  he  can  reasonably  expect  to  get. 

Frequently  a  merchant  will  sell  specific  grades  to  a  mill  or  for  export  and  buy  future 
contracts  with  the  expectation  of  getting  a  large  portion  of  the  cotton  he  requires  from 
the  future  contracts  purchased. 

Usually  the  grades  that  are  received  on  future  contract  average  about  the  same  as 
the  average  of  the  grades  on  the  market  at  the  time.  As  an  illustration  of  the  use 
made  of  the  future  markets  recently,  in  May  26,500  bales  were  delivered  and  received 
on  New  York  future  contracts  and  24,300  bales  in  New  Orleans.  In  July  38,800  bales 
were  delivered  and  received  in  New  York  and  50,100  bales  in  Xew  Orleans. 

It  is  evident  from  the  above  that  future  contracts  as  now  traded  in  are  satisfactory 
to  the  purchaser  and  to  the  trade,  otherwise  it  is  certain  that  the  purchasers  of  May 
and  July  contracts  would  never  have  received  the  quantity  of  cotton  received  on 
those  months  both  in  .\o\v  Orleans  and  Xew  York  and  at  prices  which  at  the  time 
were  higher  than  spot  prices. 
Yours,  very  truly, 

E.    1>.    N'OKM  AN 
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Mr.  Norman.  To  give  you  an  idea  how  the  legitimate  cotton  purchaser  mak*----  use 

of  the  future  contract  over  and  over  again  on.  say,  10,000  bales  of  cotton 

Senator  Ransdell.  Now,  that  is  the  legitimate  "merchant? 
Mr.  Normax.  Yes,  sir. 
Senator  Raxsdell.  Not  the  speculator? 

Mr.  Normax.  The  legitimate  merchant,  not  the  speculator.  This  is  some  of  mv 
own  experience. 

Senator  Raxsdell.  I  understand. 

Mr.  Normax.  If  I  had  10,000  bales  of  cotton 

Senator  Keyes.  You  are  not  reading  the  letter'? 

Mr.  Normax.  No;  I  am  not  quoting  from  the  letter.  It  practically  sa\s  very  much 
the  same  thing. 

If  1  had  10,000  bales  of  cotton  on  hand  in  June,  say,  or  last  April,  I  sold  10.000 
bales  of  July  contracts  against  that  as  price  insurance.  *  That  is  10.000  bales  of  future 
contracts  that  I  dealt  in.  I  could  not  sell  the  spot  cotton  to  good  advantage,  so  I 
bought  back  the  July  contracts  and  sold  October  contracts,  10,000  bales"  That 
makes  20,000  bales  dealt  in. 
Senator  Raxsdell.  On  futures? 

Mr.  Normax.  On  futures.  I  could  not  sell  the  spot  cotton  satisfactorily,  so  I  bought 
10,000  bales  of  October  future  contracts  and  sold  10,000  bales  of  December  future 
contracts.     That  would  be  30,000  bales. 

Senator  Raxsdell.  You  mean  when  October  came  you  were  not  satisfied  with  the 
market  and  you  had  to  carry  on  your  trade  further? 

Mr.  Normax.  Yes.  Or,  not  necessarily  when  October  came.  I  could  do  that 
earlier  if  I  chose. 

I  could  not  sell  the  cotton  satisfactorily,  so  I  bought  back  the  December  contract 
and  sold  January  contracts  against  it — future  contracts  all  the  time.  That  makes 
40,000  bales  so  far  handled  on  that  10,000  bales  of  spot  cotton. 

I  then  bought  my  January  future  contracts  and  sold  March  contracts  against  those 
10,000  bales.  That  is  50,000  bales.  Then  I  purchased  my  March  contracts  and  sold 
May  contracts  against  those  10,000  bales.  That  is  60,000  bales.  Then  I  might  pur- 
chase my  May  contracts  and  sell  July  contracts  against  it,  making  70,000  bales. 

Senator  Raxsdell.  Each  of  those  transactions  would  be  an  insurance,  and  intended 
for  that  purpose? 

Mr.  Normax.  Each  of  those  transactions  would  be  cotton  insurance. 
Now,  there  are  other  phases  of  the  situation  that  I  may  explain.     A  mill  in  Europe — 
this  is  not  quoting,  exactly,  from  this  letter,  but  giving  the  sense  of  it. 

A  mill  in  Europe  might  have  an  opportunity  of  selling  goods  requiring  the  use  of 
10,000  bales  of  spot  cotton.  Therefore  the  mill  immediately,  in  order  to  be  able  to 
sell  on  as  small  a  margin  as  possible,  buys  10,000  bales  of  future  contracts,  say.  in 
New  Orleans  or  New  York,  which  they  do  now  very  frequently. 

Senator  Raxsdell.  The  delivery  being  engaged,  if  I  may  add  there,  at  the  time 
they  would  actually  desire  to  have  the  spots? 

Mr.  Norman.  Not  necessarily.    They  may  buy  the  future  cotton  in  auy  month 
that  they  want — it  makes  no  difference — as  insurance. 
Senator  Ransdell.  Yes. 

Mr.  Norman.  After  buying  these  future  contracts  they  have  insured  their  profit. 
They  can  figure  a  very  small  prodt  then,  because  their  small  profit  is  assured.  Then 
it  is  necessary  for  them  to  loo£  around  to  buy  the  particular  cotton  that  they  want. 
The  mill  may  U3e  Liverpool  good  middling.  28.29  millimeter  cotton;  therefore  they  will 
looic  around  and  try  to  buy  this  cotton  as  cheap  as  possible;  but  in  the  meantinme  they 
are  insured  through  their  purchase  of  this  10.000  bales  of  future  contracts.  They  will 
get  in  touch  with  the  exporters  in  the  United  States  by  cable,  and  they  will  get  offers 
from  all  over  the  United  States  for  this  Liverpool  good  middling,  28.29  millimeter 
cotton.  Then  when  they  have  purchased  the  spot  cotton  from  the  exporter  they  will 
notify  the  seller  or  exporter  on  this  side  to  fix  the  price  on  New  York  futures.  The 
seller  will  buy  on  the  New  York  future  market  10,000  bales  of  we  will  say,  July  con- 
tracts from  the  broker  who  had  originally  purchased  this  contract  for  account  of  the 
mill.  Therefore  the  mill  liquidates  their  future  contract,  and  they  have  a  contract 
for  10,000  bales  of  spot  cotton  from  the  American  exporter.  Then  the  American  ex- 
porter holds  the  10.000  bales  in  future  contracts  which  his  broker  has  already  bought 
from  the  mill's  broker.  The  exporter  holds  this  10,000  bales  of  future  contracts  until 
he  can  buy  this  cotton  scattered  around  the  United  States  in  100-bale  lots  or  1.000-bale 
lots  from  this  merchant  or  this  shipper  or  that  shipper.  Whenever  he  buys  this  10.000 
bales  of  spot  cotton  from  the  interior  merchant,  the  interior  merchant  then  buys,  or  the 
interior  merchants  then  buy  10,000  bales  of  future  contracts  in  New  York.  The 
interior  merchants  get  their* brokers  to  buy  the  future  contracts  from  the  broker  of 
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this  big  exporter.  Then  the  interior  merchants  may  buy  this  spot,  cotton  from  some 
other  farmers  or  small  merchants,  and  when  they  do  that  they  sell  10,000  bales  of 
future  contracts  at  New  York,  protecting  all  their  purchases  of  spot  cotton.  You  can 
see  the  merchants  together  are  long,  say,  10,000  bales  of  futures.  When  they  buy  the 
spot  cotton  fro  n  the  farmer  they  sell  out  these  futures,  and  are  short  the  spot  cotton 
to  the  exporter.  You  can  readily  see  the  number  of  times  that  the  future  contract 
can  be  traced  in  a  single  sale,  on  the  original  sale  of  goods  that  the  mill  in  Europe 
makes. 

Senator  Ransdell.  Each  of  them  perfectly  legitimate  and  intended  as  an  insurance 
every  time. 

Mr.  Norman.  Each  of  them  intended  as  an  insurance. 

Now,  I  will  tell  you  gentlemen  right  now — and  I  don't  want  to  take  up  too  much  of 
your  time — right  to-day  I  will  handle  10,000  bales  of  cotton  under  the  Smith-Lever 
Law,  against  which  there  are  sales  of  10,000  bales  of  March  cotton.  I  will  handle  that 
cotton  practically  without  any  margin  at  all.  In  other  words,  if  the  holder  of  this 
cotton  would  come  to  me  and  say,  "Mr.  Norman,  I  want  to  sell  10,000  bales  of  March 
cotton  and  certificate  the  spot  cotton  for  delivery, "  I  will  say,  "All  right.  Have  your 
cotton  certificates  average  middling."  If  he  is  a  fairly  responsible  man  I  will  say, 
"I  will  charge  you  a  dollar  a  bale  for  handling  that,  and  I  won't  require  of  you  any 
margin  whatsoever. ' ' 

Senator  Ransdell.  You  mean  a  dollar  a  bale  for  handling,  selling? 

Mr.  Norman.  I  will  charge  him  a  commission  of  $1  a  bale  for  handling  it.  It  just 
shows  how  close  a  margin  the  business  can  be  done  on  with  that  price  insurance.  But 
unless  we  have  the  future  contracts  to  sell  against  that  10,000  bales,  I  don't  think  I 
would  loan  him  any  more  than  50  per  cent. 

Senator  Ransdell.  Mr.  Norman,  in  this  case  you  speak  of,  where  the  mill  in  Europe 
buys  10,000  bales  or  desires  10,000  bales  for  its  actual  manufacture,  then  it  buys  10,000 
bales  of  insurance  or  future  cotton  to  insure  it? 

Mr.  Norman.  Yes. 

Senator  Ransdell.  When  it  has  arranged  to  get  the  10,000  bales  of  spots  it  has  no 
longer  any  need  for  the  10,000  bales  of  futures,  so  it  sells  that  10,000  bales? 

Mr.  Norman.  Yes  sir. 

Senator  Ransdell.  And  the  broker  who  is  going  to  buy  for  it  has  need  for  the  future 
cotton. 

Mr.  Norman.  Yes  sir. 

Senator  Ransdell.  So  he  probably  buys  that  identical  10,000  bales? 

Mr.  Norman.  He  buys  that  identical  10,000  bales  and  the  speculator  does  not  come 
into  the  transaction  at  all. 

Senator  Ransdell.  Now,  when  that  broker  goes  out  to  get  the  actual  spots  and  ar- 
ranges to  get  the  spots,  then  the  fellow  from  whom  he  gets  his  spots  wants  to  be  insured, 
too,  naturally,  that  he  can  get  those  spots  delivered,  so  that  is  another  10,000  bales, 
and  before  you  get  through  with  the  transaction  there  have  been  several  transactions 
of  insurance  to  the  extent  of  10,000  bales  each  time.  In  other  words,  40,000  to  50,000 
bales  of  cotton  have  changed  hands,  and  they  talk  about  the  futures  being  40,000  to 
50,000  bales,  but  it  is  simply  a  matter  of  insurance,  perfectly  legitimate,  and  there 
has  been  no  speculation  in  the  transaction  at  all? 

Mr.  Norman.  There  may  be  no  speculation  in  the  transaction  at  all. 

Senator  Ransdell.  I  am  speaking  of  absolutely  business  transactions,  where  there 
is  no  element  of  speculation.     That  is  correct,  is  it  not? 

Mr.  Norman.  Yes,  sir;  that  is  correct. 

Senator  Ransdell.  Of  course  we  all  know  that  there  are  speculators  also  on  the 
exchanges,  but  in  many  transactions  which  are  doubled  up  again  and  again  and 
again  and  again  they  are  used  solely  and  wholly  for  insurance? 

Mr.  Norman.  Yes,  sir;  absolutely. 

Senator  Ransdell.  I  wanted  to  make  that  perfectly  clear,  Mr.  Chairman,  because 
it  is  not  generally  understood. 

Mr.  Norman.  Now,  there  is  another  point.  This  is  very  important.  Senator  Dial 
wants  to  reduce  the  number  of  grades  to  three  or  five,  or  whatever  the  case  may  be. 
I  would  like  to  explain  that  practically  all  of  the  cotton  sold  in  Texas,  Oklahoma, 
and  Arkansas — well,  I  will  say  the  great  majority  of  cotton  that  is  sold  in  those  States — 
is  sold  basis  middling. 

Senator  Ransdell.  That  comes  pretty  near  being  half,  too,  doesn't  it?  More  than 
half  of  the  entire  cotton. 

Mr.  Norman.  I  think  so,  in  those  States.  I  would  not  say  positively,  but  I  v\ill 
say  it  is  an  enormous  proportion,  and  the  seller  has  the  right  to  deliver  as  many  as 
twenty  grades  of  cotton  against  this  basis  middling  sale  that  ho  makes.  Now,  thi^ 
is  spot  transactions  that  I  am  talking  about,  and  not  future  transactions.     The  sollor 
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prefers,  naturally,  to  make  a  sale  of  spot  cotton,  basis  middling,  because  ir  allows  for 
certain  latitude.  In  other  words,  he  can  deliver  all  the  cotton  he  has  bought  that 
day  against  this  sale.  The  buyer  prefers  it  because  he  has  use  for  the  majority  of 
these  grades  that  are  delivered  to  him  at  the  difference  between  the  values:  in  other 
words^"  at  the  commercial  differences.  If  you  were  to  pass  a  law  prohibiting  the 
fanner  from  selling  a  basis  middling  contract,  I  think  you  would  have  a  deleg 
of  farmers  coming  up  here  to  Washington  thai  would  keep  you  busy  for  two  or  three 
weeks. 

Senator  Ransdell.  Mr.  Xorman,  you  have  explained  some  of  the  geneva:  functions 
of  the  exchange.  Now,  won't  you  state  briefly  ]  our  particular  objections  to  the 
pending  bills'1  You  have  covered  the  matter  in  a  genera1  way,  but  I  wish  you  would 
point  out  your  specific  objections  to  the  pending  bill. 

Mr.  Norman.  I  contend  that  if  the  Dial  bill  is~passed  it  will  be  impossible  to  e 
on  a  business  in  future  contracts. 

Senator  Keys.  Xow,  let  me  interrupt  you.  In  referring  to  the  Dial  bill  you  are 
referring  to  his  first  bill  and  not  to  the  second,  or  to  both'? 

Mr.  Norman.  To  both,  because  I  contend  that  any  further  restrictions  in  the 
deliveries  of  cotton  on  contracts  will  make  a  contract  that  will  not  function  properly. 

Senator  Ransdell.  It  would  practically  destrov  the  exchange,  in  your  judgment? 

Mr.  Norman.  It  would  destroy  the  buying  and  selling  of  future  contract 

Senator  Ransdell.  And,  as  you  have  explained  before,  those  ave  necessary  to  the 
proper  functioning  of  the  cotton  business? 

Mr.  Norman.  Gentlemen,  if  the  buyer  of  a  future  conrract  we^e  permitted  to 
name  two  grades  for  delivery  on  this  contract,  naturally  he  would  name  the  two 
grades  thai  were  hardest  to  procure.  He  would  pick  out  middling  fair  and  strict 
good  middling.  I  venture  to  say  that  last  year  I  doubt  if  you  could  have  gotten 
together  300  bales  of  middling  fair  in  the  South.  Xow,  a  man  does  not  require  any 
stretch  of  the  imagination  to  know  that  the  firm  that  would  buy  2,000  bales  of  cotton 
on  future  contracts,  demanding  strict  good  middling  and  middling  fair  would  corner 
the  market.  So  naturally  nobody  would  sell  it,  because  you  would  have  a  condition 
where  you  would  have  no  buyers  and  no  sellers. 

Senator  Ransdell.  Do  you  consider  that  the  restrictions  provided  in  the  existing 
law,  the  Smith-Lever  bill,  are  about  as  fair  as  you  can  safely  go  and  still  do  business 
on  the  cotton  exchanges? 

Mr.  Xorman.  If  you  are  going  to  be  fair  to  the  farmer  and  fair  to  everybody,  it 
seems  to  me 

Senator  Ransdell.  The  mill  and  everyone  else. 

Mr.  Xorman.  It  seems  to  me  the  object  of  any  laws  of  the  United  States  should  be 
to  be  fair  to  both  the  buyer  and  the  seller.  If  you  restricted  the  number  of  grades  on 
future  delivery  the  farmer  would  not  be  able  to  deliver  a  hundred  bales  of  cotton  on 
contract  because  his  cotton  does  not  run  in  even  grades.  It  may  run  from  low  mid- 
dling to  good  middling. 

Senator  Ransdell.  The  farmer  produces  all  the  grades  which  are  provided  for  in 
the  Smith-Lever  bill,  does  he  not? 

Mr.  Xorman.  He  may  produce  all  those  grades,  and  he  may  produce  some  a  little 
lower,  but  those  are  not  so  numerous,  and  it  would  not  hurt  to  leave  those  out.  Per- 
sonally, I  am  not  in  favor  of  putting  in  strict  good  ordinary:  nor  permitting  the  delivery 
of  strict  good  ordinary,  because  strict  good  ordinary  is  a  grade  that  is  not  very  plentiful, 
and  sometimes  the  price  is  nominal  and  it  is  impossible  to  determine  the  honest 
difference  between  strict  good  ordinary  and  middling:  but  with  low  middling  as 
a  commercial  grade,  that  is  traded  in  all  the  time;  you  can  always  determine  the 
honest  difference  between  low  middling  and  middling.  By  keeping  the  differences 
honest  and  correct,  you  have  an  ideal  contract. 

Senator  Ransdell.  The  Smith-Lever  law,  if  I  may  ask,  Mr.  Xorman,  was  passed 
after  a  great  deal  of  study,  investigation,  many  hearings  and  arguments  by  represen- 
tatives of  the  various  cotton  interests  of  the  South,  was  it  not? 

Mr.  Xorman.  Yes,  sir. 

Senator  Ransdell.  And  generally  recognized,  so  far  as  you  understand  the  busi- 
ness, as  being  satisfactory? 

Mr.  Xorman.  Entirely  satisf acton*. 

Senator  Ransdell.  To  most  of  the  people  in  the  South? 

Mr.  Xorman.  To  practically  all  those  that  trade  in  future  contracts. 

Senator  Ransdell.  Is    it    fairly   satisfactory    to    those    who    produce    cotton'? 

Mr.  Xorman.  I  think  it  is  eminently  satisfactory  to  those  who  produce  cotton, 
because  they  can  deliver  practically  whatever  they  make  at  honest  differences,  and 
the  buyer  is  not  at  a  disadvantage,  because  he  gets  the  various  grades  at  honest  differ- 
ences as  compared  with  middling. 
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Senator  Ransdell.  Let  me  ask  you  this:  Last  year,  when  the  agriculture  was  so 
deflated,  how  did  cotton  hold  up  as  an  agricultural  product  on  which  there  were  con- 
siderable transactions  on  the  exchanges,  with  other  agricultural  products  which  were 
not  dealt  in  on  exchanges,  for  instance,  such  as  sugar  and  rice  and  hides  and  meats  of 
various  kinds?  Did  the  exchanges  cause  it  to  go  down  very  materially,  or  did  it  tend 
to  hold  up  the  price  of  cotton? 

Mr.  Norman.  The  pressure  of  spot  cotton  was  responsible  for  the  market  going  down. 
It  was  the  pressure  of  spot  cotton  on  the  market  which  was  responsible  for  the  future 
market  going  down,  and  no  demand  for  spot  cotton.  Hides,  I  understand,  went  so 
low  that  you  couldn't  practically  sell  them  at  all. 

Senator  Ransdell.  It  would  not  pay  to  skin  an  animal  if  it  died  on  the  farm,  so  I 
was  told  by  a  number  of  people.     You  couldn't  get  enough  for  it  to  pay  for  skinning  it, 

Mr.  Norman.  Rice  went  down  so  low  that  it  practically  drove  the  rice  farmers  in 
Louisiana  out  of  the  business.  As  Senator  Ransdell  probably  knows,  they  suffered 
terribly. 

Sugar  went  down  a  long  way.  There  is  a  contract  market  for  sugar  in  New  York, 
but  it  does  not  seem  to  function  so  well. 

Senator  Ransdell.  In  your  opinion,  Mr.  Norman,  did  cotton,  which  was  dealt  in 
on  the  exchanges,  go  as  low  in  proportion  as  some  other  agricultural  products  which 
were  not  the  subject  of  future  contracts? 

Mr.  Norman.  I  don't  think  that  cotton  did,  Senator,  and  I  contend  that  if  you 
destroy  the  insurance  that  we  have  in  the  future  contract  market,  you  will  destroy 
the  collateral  value  of  cotton.  In  the  same  way  on  the  New  York  Stock  Exchange- 
on  stocks  that  are  traded  in  on  the  New  York  Stock  Exchange  you  can  borrow  from  the 
banks  closer  to  the  value  of  those  stocks.  In  other  words,  within  10  or  15  or  20  per  cent 
of  their  value,  whereas  you  take  stocks  that  are  not  traded  in  on  the  New  York  Exchange, 
sometimes  you  have  difficulty  in  obtaining  50  per  cent  of  their  value  at  a  bank.  And 
I  contend,  just  as  I  have  illustrated  to  you  a  few  minutes  ago,  that  I  would  be  glad 
to  take  a  thousand  bales  of  cotton  for  a  customer,  provided  it  is  certificated,  and  provided 
future  contracts  are  sold  against  it.  I  would  take  that  cotton  from  almost  anybody  on 
a  margin  of  3  to  5  per  cent  and  charge  a  dollar  a  bale  commission  for  handling,  whereas 
if  it  is  not  hedged  I  would  rather  not  handle  it  at  all. 

Gentlemen,  I  have  a  statement  that  I  have  prepared  regarding  the  collateral  value 
of  cotton,  and  if  you  thinK  this  will  interest  you — it  is  not  very  long — I  will  be  glad  to 
put  it  in  the  record. 

Senator  Keyes.  Very  well. 

(The  statement  above  referred  to  is  as  follows:) 


COTTON    A   PRIME   COLLATERAL   WITH   THE   CONTRACT   MARKET   PROPERLY    FUNCTIONING. 

With  the  contract  market  properly  functioning,  cotton  stored  in  a  bonded  ware- 
house is  immediately  regarded  as  a  prime  collateral.  On  the  tenderable  grades, 
between  80  to  90  per  cent  of  the  value  can  be  obtained  from  the  banks  and  it  is  some- 
times possible  to  obtain  a  loan  of  practically  the  full  value  of  the  cotton. 

Quotations  being  obtainable  at  any  time  during  business  hours,  the  value  of 
tenderable  grades  can  be  determined  immediately,  for  this  reason  the  cotton  busi- 
ness has  been  transacted  in  the  South  during  the  past  39  years  on  a  smaller  margin 
than  any  other  commodity  due  to  the  facilities  of  the  contract  market  which  afford 
price  insurance. 

Should  the  contract  market  be  taken  away  from  the  trade  or  restricted  to  a  point 
where  it  is  no  longer  flexible,  the  collateral  value  of  cotton  would  be  reduced  to 
such  an  extent  that  only  very  wealthy  Arms  could  engage  in  the  buying  and  financ- 
ing of  cotton.  The  purchasing  power  of  the  small  cotton  buyer,  scattered  throughout 
the  South  would  be  eliminated.  Individually  his  resources  are  small  but  collec- 
tively his  purchasing  power  is  potential  and  if  this  enormous  purchasing  power  of 
the  market  is  to  be  eliminated  a  great  danger  arises  for  the  cotton  farmer.  There 
are  thousands  of  people  throughout  the  South  interested  in  cotton  who  are  always 
ready  to  come  into  the  market  and  buy  whenever  they  consider  the  market  too  low. 
Restrict  the  functioning  of  the  contract  market  and  you  kill  this  purchasing  power. 

As  sure  as  you  pass  restrictive  legislation  which  has  been  proposed  you  destroy 
the  sources  from  which  accurate  information  regarding  prices  is  distributed  all  over 
the  South.  You  kill  the  potential  buying  power  of  the  thousands  of  small  buyers 
engaged  in  the  buying  of  cotton  throughout  the  South  and  thousands  of  others  who 
are  ready  to  purchase  contracts  when  cotton  is  offered  too  cheap  and  last  but  not 
least,  you  immediately  reduce  the  collateral  value  of  cotton  on  which  loans  can 
now  be  obtained  of  from  80  to  90  per  cent  of  its  value  to  a  commodity  on  which  onh 
about  50  to  00  per  cent  will  be  obtainable.     When  you  do  this  you  immediately 
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reduce  the  price  of  cotton,  as  a  purchaser  will  always  pay  more  for  a  commodity 
which  he  knows  he  can  sell  and  for  which  there  is  a  dependable  market  than  for  a 
commodity  whose  value  is  not  so  easily  determinable  or  only  nominal. 

It  may  be  surprising  to  know  that  there  are  many  firms  engaged  in  the  cotton 
business  who  will  sometimes  buy  cotton  on  which  no  profit  can  be  calculated  but 
on  which,  due  to  the  fact  that  they  have  the  use  of  the  contract  market  as  insurance, 
there  is  little  risk  being  taken.  During  the  past  summer  when  spot  cotton  was  such 
a  drug  on  the  market  firms  with  large  resources,  bought  hundreds  of  thousands  of 
bales  of  spot  cotton  because  it  was  possible  to  insure  their  purchases  through  the 
sale  of  contracts  in  New  York,  New  Orleans,  and  Liverpool.  If  these  firms  had 
been  deprived  of  the  use  of  the  contract  market,  which  afforded  price  insurance,  it 
would  be  hard  to  figure  how  low  the  price  of  cotton  would  have  gone  during  that 
period  last  summer  when  there  were  thousands  upon  thousands  of  bales  of  spot  cotton 
for  sale  without  any  buyers.  The  same  thing  probably  would  have  happened  to 
the  cotton  market  as  happened  to  the  hide  market  last  year  when  those  who  held 
large  stocks  of  hides  and  could  not  find  a  purchaser  at  any  price  were  forced  prac- 
tically to  give  them  away. 

The  records  of  the  cotton  exchange  will  show  that  when  there  is  no  demand  for 
spot  cotton  the  future  market  is  consistently  held  higher  than  spot  cotton.  This  is 
conclusive  evidence  that  future  contracts  in  this  country  in  times  of  stress  assist  in 
holding  up  the  entire  cotton  market.  It  is  a  mistaken  idea  that  the  cotton  merchants 
and  cotton  exchanges  are  interested  in  seeing  low-priced  cotton;  on  the  contrary,  every 
one  engaged  in  any  department  of  the  cotton  industry  knows  that  it  is  to  their  own 
best  interests  that  cotton  is  high  rather  than  low,  as  the  margins  of  profits  are  larger, 
whereas  on  low-priced  cotton  at  times  it  is  hard  to  figure  a  profit. 

Now,  to  return  to  the  value  of  cotton  as  collateral  with  the  future  market  properly 
functioning,  as  compared  with  its  collateral  value  without  the  use  of  the  future  mar- 
ket. I  would  like  to  call  attention  to  the  fact  that  the  collateral  value  of  the  majority 
of  stocks  traded  in  on  the  New  York  Stock  Exchange  is  about  80  to  90  per  cent,  whereas 
on  stocks  which  are  not  listed  on  the  New  York  Stock  Exchange  and  are  not  being 
continuously  traded  in  it  is  sometimes  impossible  to  secure  a  loan  from  the  banks. 
"Where  there  is  a  dependable  market  for  anv  commodity  it  will  always  bring  closest  to 
its  real  value.  I  hate  to  predict  what  will  become  of  cotton  without  a  responsible 
contract  market  properly  functioning.  No  intelligent  quotation  could  be  obtainable, 
and  many  banks  would  refuse  to  loan  more  than  50  per  cent  of  the  nominal  value. 

Stocks  that  are  most  readily  salable  and  for  which  there  is  a  broad  market  always 
bring  nearer  their  true  value;  likewise  cotton  that  is  being  traded  in  continuously  is 
one  of  the  most  easily  sold  commodities  of  the  South.  The  margin  of  profit  in  normal 
times  which  the  merchant  makes  on  the  cotton  he  handles  is  ridiculously  small  as 
compared  with  other  commodities.  This  is  due  to  the  fact  that  there  is  less  risk  in 
handling  cotton,  due  to  the  insurance  which  can  be  obtained  at  any  time  during  the 
business  day,  through  making  use  of  the  contract  market  as  a  temporary  hedge  pending 
the  time  that  the  cotton  can  be  resold.  The  broader  the  market  for  cotton  the  greater 
you  reduce  the  risk  of  handling  and  with  the  insurance  feature  of  our  contract  market 
the  greater  price  the  buyer  can  pay.  The  narrower  the  market  the  greater  you  increase 
the  risk  and  the  greater  you  reduce  the  price  that  the  purchaser  will  pay.  If  you 
eliminate  the  insurance  feature  of  a  broad  contract  market,  you  automatically  reduce 
the  price  that  any  conservative  firm  will  pay  for  spot  cotton,  you  eliminate  the  com- 
petition of  small  buyers  scattered  throughout  the  South,  and  you  defeat  the  very  ends 
which  you  are  trying  to  obtain. 

It  may  be  interesting  to  know  that  most  of  the  spot  cotton  bought  in  the  interior  is 
bought  basis  middling;  in  other  words,  the  seller  has  the  privilege  of  delivering  any 
grade  that  he  buys  at  a  specified  difference  which  is  very  similar  to  the  future  con- 
tract. In  some  of  the  primary  markets  it  is  difficult  to  buy  even  running  grades  as  it 
is  usually  much  more  satisfactory  to  the  seller  to  deliver  ail  the  grades  he  buys  rather 
than  selections.  It  is  customary  in  the  interior  to  take  as  much  as  20  grades  on  pur- 
chases of  basis  middling  cotton,  whereas  the  future  contract  as  at  present  constituted 
provides  for  the  delivery  of  only  10  grades. 

A  large  proportion  of  the  cotton  delivered  on  contract  last  March  and  May  was 
tendered  by  cotton  factors  for  account  of  farmer  customers  and  small  merchants  around 
the  country.  The  reason  that  this  was  done  was  that  it  was  almost  impossible  at  the 
time  to  sell  spot  cotton,  yet  future  contracts  could  be  sold  on  which  low  middling  and 
above  could  be  delivered  and  the  prices  obtainable  for  the  future  contracts  were  as 
much  as  50  to  t>0  points  higher  than  was  obtainable  for  spot  cotton.  At  times  last  year 
there  were  thousands  of  bales  of  cotton  received  on  contract  when  the  future  market 
was  at  a  premium  over  spot  cotton. 
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For  the  good  of  the  country  let  business  alone  for  a  while,  leaving  it  on  its  own 
resources,  as  business  built  up  without  continuous  legislation  is  built  on  a  stronger 
and  more  permanent  foundation.  The  constant  fear  of  legislation  which  places  the 
entire  nation  under  a  cloud  of  uncertainty  is  slowing  down  the  progress  of  the  country. 

Mr.  Norman.  Because  it  has  a  very  important  bearing.  There  are  also  some  reso- 
lutions of  various  cotton  exchanges  throughout  the  South . 

(The  resolutions  above  referred  to  are  as  follows:) 

STATEMENT  OF  MR.  ED.  S.  BUTLER,  PRESIDENT  OF  THE  NEW  ORLEANS  COTTON  EXCHANGE, 
IN  OPPOSITION  TO  SENATE  BILL  385,  BY  SENATOR  DIAL,  OF  SOUTH  CAROLINA,  TO 
AMEND    SECTION    5    OF   THE    COTTON    FUTURES    ACT. 

Senator  Dial  has  introduced  a  bill  (S.  385)  to  amend  section  5  of  the  United  States 
cotton  futures  act.  approved  August  11,  1916,  as  amended,  which  amendment  provides 
that  unless  cotton  of  the  basis  grade  (middling)  is  tendered  in  settlement  of  such  con- 
tract, the  buyer  shall  have  the  right  to  demand  that  one-half  of  the  contract  to  be 
delivered  shall  be  delivered  in  equal  quantities  in  two  grades  to  be  specified  by  him, 
and  that  the  seller  shall  have  the  right  to  tender  one-half  of  the  amount  deliverable 
under  the  contract  in  equal  quantities  in  two  grades  to  be  specified  by  the  seller. 

This  bill,  which  is  introduced  as  a  regulatory  measure,  will  so  restrict  trading  in 
future  contracts  as  to  ultimately  abolish  future  trading  in  the  American  exchanges. 
The  effect  of  the  enactment  of  this  bill  into  law  will  be  to  create  a  more  specific  grade 
contract  than  the  present  section  5  contracts  which  are  the  contracts  used  by  the  trade 
as  interim  or  insurance  contracts. 

The  present  law  permits  the  trading  in  specific  grade  contracts  under  section  10, 
but  such  contracts  are  never  made  across  the  future  ring,  although  one  is  permitted 
to  conclude  such  a  contract  upon  the  exchanges  if  possible.  This  section  10  contract 
is  infinitely  stronger  than  Senator  Dial's  amendment,  but  it  was  never  intended  and 
has  never  been  used  as  a  price  insurance  or  interim  hedge  contract  but  is  traded  in 
largely  by  producers,  merchants,  and  spinners  trading  in  spot  cotton  or  on  to-arrive 
terms  under  the  rules  of  the  exchanges  and  the  rules  and  regulations  promulgated  by 
the  Bureau  of  Markets. 

Future  trading  was  established  on  the  cotton  exchanges  to  protect  two  elementary 
risks  in  the  cotton  business  beyond  the  power  of  man  to  absolutely  control,  namely, 
variations  in  the  size  of  the  yearly  crop  and  of  the  amount  of  cotton  the  world  would 
yearly  consume.  The  present  future  contract  is  the  result  of  40  years  of  experience 
modified  by  recent  legislation.  After  hearing  of  representative  committees  of  the 
the  cotton  trade  before  the  Committee  on  Agriculture  of  the  United  States  Senate, 
the  United  States  cotton  futures  act  was  enacted  on  August  18,  1914,  subsequently 
reenacted  with  amendments  on  August  11,  1916,  and  further  amended  on  March  4, 
1919,  with  the  result  that  we  now  have  a  contract  that  is  fair  alike  to  buyer  and  seller 
and  probably  sufficiently  comprehensive  to  include  the  bulk  of  the  cotton  grown. 

It  is  not  contended  by  this  that  the  future  contract  is  a  perfect  one,  but  it  is  the  most 
economical  and  best  price  insurance  which  men  of  every  nationality  engaged  in  the 
cotton  business  have  been  able  to  devise  to  insure  an  initial  profit  or  minimize  a  pos- 
sible loss.  As  pointed  out  above,  Congress  also  has  not  been  lax  in  its  attention  to 
cotton  futures. 

Under  the  law  as  it  now  stands,  the  present  contract  has  functioned  well,  notwith- 
standing the  abnormal  postwar  conditions,  and  it  has  maintained  a  close  relationship 
to  spot  cotton.  While  this  close  relationship  between  spots  and  futures  has  apparently 
not  been  shown  every  day  (because  premiums  and  discounts  in  forward  deliveries  are 
more  or  less  psychological)  it  is  none  the  less  true  that  the  influences  surrounding  the 
spot-cotton  situation  do  and  have  always  governed  cotton-future  contracts. 

The  records  of  last  season  will  show  that  while  for  a  time  spot  cotton  was  practically 
unsalable  in  the  spot  markets,  oA'er  three  hundred  thousand  bales  were  delivei  ed  on 
future  contracts  in  New  York  and  New  Orleans,  at  prices  much  above  the  price  obtain- 
able in  any  spot  market  at  the  same  time  for  those  qualities  of  cotton  which  would 
pass  the  contract;  that  is,  from  low  middling  to  middling  fair. 

The  two  great  exchanges  of  New  York  and  New  Orleans  do  not  control  all  of  the 
future  business  of  the  world  but  have  to  compete  with  Liverpool  and  Havre  whose 
contracts  are  to  a  great  extent  identical  with  the  exception  that  the  nomenclature  of 
their  grades,  which  are  equivalent  to  ours,  is  different.  To  restrict  us  would  be  to  give 
an  advantage  to  Europe  whose  broader  and  more  comprehensive  contract  would  soon 
attract  all  of  the  business  and  leave  our  business  to  shrink  and  dry  up. 

I  can  not  see  any  other  result  from  Senator  Dial's  amendment.  Possibly  the  Senator 
may  be  of  opinion  that  were  his  amendment  enacted  into  law  that  the  price  oi  cotton 
would  be  benefited  or  that  speculation  would  be  entirely  eliminated.     In  the  first 
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instance,  I  am  sure  he  is  absolutely  mistaken.  In  the  second  place,  it  would 
create  a  condition  which  is  not  at  all  to  be  desired.  Suppose,  to  brine  the  Senator's 
proposition  to  an  irreducible  minimum,  that  the  exchange  members  could  be  forced  to 
deal  exclusively  in  a  contract  that  called  for  middling  only,  nothing  above  nor  below. 
Aside  from  the  fact  that  the  supply  of  the  middling  grade  is  necessarilv  limited  and 
therefore  few  would  be  willing  to  sell  for  fear  of  a  squeeze,  would  that  help  the  price 
of  the  other  grades,  or  the  market  as  a  whole?  Would  that  enhance  the  value  of  low 
middling  or  strict  middling  or  ^ood  middling?  Would  it  not  be  possible  to  force  the 
middling  price  by  cornering,  say,  to  40  cents  when  higher  grades  would  sell  at  30 
cents  and  lower  grades  at  10  or  15  cents? 

As  to  reducing  speculation  in  cotton,  I  quite  concede  that  same  would  be  accom- 
plished, as  no  investor  or  buyer  would  find  a  seller  except  at  a  substantial  premium 
and  as  there  must  be  a  seller  for  every  buyer  and  vice  versa,  the  number  of  buyers 
must  necessarily  be  reduced. 

The  report  of  thee  Committee  on  Agriculture  on  the  Smith-Lever  bill.  Sixty-third 
Congress,  second  session.  H.  R.  765,  says  of  the  functions  and  ecomomic  uses  of  the 
exchanges: 

"It  is  the  opinion  of  the  committee  that  the  abolition  of  the  cotton  exchanges 
would  result  inevitably  in  the  monopolizing  of  the  entire  cotton  crop  into  the  hands 
of  a  very  few  powerful  interests  with  the  force  and  means  to  fix  the  price  at  which  the 
farmer  would  be  compelled  to  sell  his  cotton.  Fully  75  per  cent  of  American  pro- 
duced cotton  leaves  the  hands  of  the  producer  during  the  four  months  of  September. 
October,  November,  and  December.  It  takes  no  stretch  of  the  imagination  to  foresee 
how  utterly  helpless  the  farmer,  as  a  class,  would  be  in  his  present  disorganized  condi- 
tion as  a  factor  in  fixing  the  price  of  his  own  products,  as  against  the  organized  genius 
and  money  of  the  spinners  and  powerful  spot  cotton  dealers. 

"The  fundamental  principle  of  trade  is  that  the  buyer  always  buys  at  the  lowest 
possible  price  while  the  seller  always  sells  at  the  best  possible  price  to  be  had.  With 
this  principle  in  mind,  and  with  the  economic  conditions  surrounding  the  southern 
farmer  not  overlooked,  it  does  not  take  a  prophet  to  foretell  what  must  be  the  result 
of  a  contest  between  the  farmer  on  the  one  hand  and  the  spinner  and  big  spot  cotton 
dealer  on  the  other  in  a  struggle  for  fixing  the  price  of  cotton.  The  farmer  can  not 
hope  to  survive  in  such  an  unequal  contest.  He  would  be  forced  to  peddle  his  cotton 
upon  the  streets  and  to  take  such  prices  for  it  as  had  been  agreed  upon,  secretly, 
perhaps,  by  these  big  interests.  He  would  be  absolutely  at  their  mercy  without  even 
the  law  of  supply  and  demand  to  aid  him. 

"Any  legislation,  therefore,  which  eliminates  from  the  cotton  trade,  the  element  of 
legitimate  speculation  and  legitimate  speculators,  must,  in  the  opinion  of  the  com- 
mittee, result  disastrously  to  the  producer,  especially  at  that  season  of  the  year  when 
the  bulk  of  the  crop  is  moving  from  him  into  the  channels  of  commerce.  Cotton 
exchanges  properly  regulated  in  their  operations,  in  that  they  afford  opportunities 
for  legitimate  speculation,  may  be  made  to  be  of  real  benefit  to  farmers,  merchants, 
and  spinners.  The  legitimate  speculator,  operating  through  the  exchanges,  is  the 
only  buffer  standing  between  the  helpless  producer  and  the  powerful  buyer  of  his 
product.'' 

I  trust,  Mr.  Chairman,  this  will  sufficiently  demonstrate  our  position  in  the  premises. 

Respectfully  submitted. 

Ed.  S.  Butler, 
I' resident  New  Orb  am  Cotton  Exchange. 

STATEMENT  OF  MR.  ED.  S.  BUTLER,  PRESIDENT  OF  THE  NEW  ORLEANS  COTTON  EXCHANGE 
IN  OPPOSITION  TO  THE  BILL  399  BY  SENATOR  CARAWAY  OF  ARKANSAS,  TO  PROBIBIT 
THE   SALE   OF  COTTON   FOR  FUTURE   DELIVERY    UNDER   CERTAIN   CONDITIONS. 

Senator  Caraway  has  introduced  a  bill  (S.  399)  which,  in  short,  prohibits  the  sale 
of  cotton  for  future  delivery  unless  the  seller  states  that  he  has  the  intention  to 
deliver  and  that  he  actually  owns  or  has  contracted  for  the  ownership  of  the  cotton  or 
that  the  cotton  is  in  actual  course  of  growth  on  land  owned,  controlled,  or  cultivated 
by  him;  and  further,  that  in  order  to  convey  a  message  by  telegraph  an  affidavit 
must  be  filed  with  the  telegraph,  telephone,  or  wireless  telegraph  company  that 
he  intends  to  actuallj'  deliver  or  receive  such  cotton,  etc.;  further,  penalties  are 
provided  for  violations  of  this  law. 

In  order  to  discuss  this  bill,  and  to  realize  its  effect,  it  is  necessary  to  analyze  the 
various  factors  which  go  to  make  up  a  future  market.  The  future  contract  is  com- 
posed of  the  following  character  of  trades: 

1.  Buying  of  hedges  against  sales  of  spot  cotton; 

2.  Buying  for  investment  or  speculative  account; 


AMEND  SECTION   5  OF   COTTON   FUTURES   ACT.  29 

3.  Buying  for  straddle  account;  that  is,  buying  in  one  market  and  simultaneously 
selling  in  another;  or  buying  one  month  in  one  market  and  selling  another  in  the  same 
market; 

4.  Selling  of  hedges  against  purchases  of  spot  cotton; 

5.  Selling  for  speculative  account; 

6.  Selling  for  straddle  account,  etc.;  that  is, _  selling  in  one  market  and  simul- 
taneously buying  in  another  or  selling  one  month  in  one  market  and  buying  another  in 
the  same  market. 

7.  Buying  by  spinners  as  a  hedge  against  later  purchases  of  spot  cotton  to  insure 
against  a  possible  advance  in  prices. 

All  of  these  elements  of  trade  are  found  absolutely  necessary  in  order  to  assure  the 
producer  and  consumer  tne  best  insurance  through  the  medium  of  the  future  market 
while  marketing  and  finally  distributing  the  cotton  crop  and  the  manufactured  article. 

Buying  of  futures  as  a  hedge  against  forward  sales  has  long  been  recognized  by  the 
trade  as  the  cheapest  and  safest  policy,  and  is  particularly  useful  to  the  exporter  to 
protect  him  against  his  forward  sales  of  cotton,  as  well  as  the  millman  against  his 
forward  sales  of  manufactured  goods,  should  an  advance  in  raw  cotton  prices  occur; 
the  necessity  of  selling  ahead  being  essential  to  the  cotton  trade.  It  is  recognized 
as  the  only  conservative  business  method  to  insure  a  profit  or  moderate  loss,  as  well 
as  to  permit  a  large  volume  of  business  to  be  done  forward. 

Hedge  selling  against  purchases  of  actual  cotton  is  just  as  necessary  and  permits 
the  merchant  to  carry  large  stocks  of  cotton,  particularly  as  it  is  necessary  for  him  to 
accumulate  stock  when  the  bulk  of  the  cotton  crop  is  marketed  from  August  to  De- 
cember and  insures  him  against  sudden  or  permanent  declines  in  the  market.  Hedg- 
ing has  become  recognized  the  world  over  and  is  insisted  upon  by  all  conservative 
banking  interests. 

The  necessity  of  speculative  or  investment  buying  is  well  appreciated.  The  bulk 
of  the  cotton  crop  is  marketed  during  five  months.  Often  the  market  is  flooded  with 
cotton  during  this  period,  and  as  the  price  often  declines  owing  to  the  fact  that  offer- 
ings are  larger  during  that  period  than  trade  requirements,  the  speculator  performs 
the  useful  function  of  buving  the  surplus  of  the  hedge  selling  during  that  period, 
thereby  distributing  the  losses,  if  any,  among  a  great  manv  instead  of  the  trade 
shouldering  same.  This  was  particularly  true  last  year.  What  would  have  become 
of  the  country,  with  the  price  of  last  year's  cotton  crop  shortening  from  over 
$2,000,000,000  to  less  than  $1,000,000,000  in  the  first  three  months  of  last  season,  if  the 
speculator  and  the  hedge  buyer  had  not  borne  the  brunt  of  the  decline?  Surely  it 
was  not  the  trade;  there  was  during  that  time  a  lack  of  buyers  and  trade  demand  to 
absorb  the  daily  offerings  of  cotton. 

Speculative  selling  is  just  as  essential,  as  in  many  years,  at  periods,  trade  demand 
is  larger  than  the  offerings,  due  to  various  causes.  The  speculative  seller  expecting 
ultimate  profit  supplies  the  trade  during  the  period  with  contracts,  at  times  profit- 
ably and  often  with  a  loss. 

STRADDLE  BUSINESS,  OR  WHAT  IS  KNOWN  AS  ARBITRAGE  BUSINESS. 

The  tendency  of  this  business  is  to  keep  the  markets  as  nearly  equal  in  their  rela- 
tion to  each  other  as  possible;  otherwise  the  individual  market  would  be  governed 
entirely  by  existing  local  conditions  instead  of  world  conditions.  This  character  of 
trading  is  also  necessary  between  months  in  the  same  markets,  as  conditions  tempo- 
rarily cause  more  or  less  demand  for  one  month  than  the  other  and  without  this  equal- 
izing method  we  might  at  times  have  disastrous  discounts  or  unnecessarv  premiums. 
which  are  both  ultimately  detrimental  to  the  cotton  trade.  The  arbitrage  business 
in  normal  times  is  large  and  done  mostly  for  small  profit.  Extreme  premiums  or 
declines  are  purely  psychological  and  are  of  short  duration. 

There  are  only  two  people  in  the  cotton  business  whose  interests  are  diametrically 
opposed.  One  is  the  farmer,  whose  object  is  to  secure  the  highest  price  lor  the  result 
of  his  labor;  the  other  is  the  consumer,  whose  object,  is  to  buy  his  raw  material  as 
cheaply  as  possible.  All  intervening  interests  work  on  fixed  commissions  or  take 
their  chances  as  to  buying  or  selling  profitably.  The  legitimate  speculator,  operating 
through  the  medium  of  the  exchanges,  is  the  only  buffer  between  the  forme*  and  the 
powerful  buyer  and  consumer  who  can  readily  organize  while  the  farmer  can  not; 
and  it  is  easy  to  see  that  the  farmer  can  not  hope  to  survive  in  such  an  unequal  con- 
test if  the  speculator  is  eliminated,  whether  he  be  a  long  buyer  or  shori  seller  in  the 
future  market.  The  presence  of  the  speculator  in  the  exchanges,  always  ready  to 
buy  or  sell,  has  undoubtedly  served  to  relieve  the  trade  o\  the  risk  of  violent  fluctu- 
ations in  value.  Speculative  markets  on  the  cotton  exchanges  enable  the  farmer  at 
any  season  of  (lie  year  or  any  day  of  the  season  to  find  a  reach  sale  for  his  cotton. 
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While  there  may  ha-  I  times  unwise  speculation  on  exchangee,  the  exchangee 

have  been  useful  in  stabilizing  prices,  in  furnishing  correct  quotations  of  the  market 
value  of  cotton,  and  in  maintaining  a  reasonable  parity  between  futures  and  spots, 
thereby  posting  the  farmer,  the  merchant  and  the  banker,  and  the  consumer  . 
prices  of  cotton  daily. 

Much  has  been  recently  said  of  the  short  seiier.  even  going  so  far  as  to  suggest  the 
elimination  of  short  selling.  The  elimination  of  short  selling  restricts  the  speculative 
buying  power  and  would  make  a  lopsided  market,  allowing  only  buyers  to  go  into  the 
market,  wnieh  might  temporarily  establish  hctirious  values  and  casue  the  accumu- 
lation of  a  long  interest  which,  upon  liquidation,  would  probably  force  a  continuous 
decline  until  all  investors  or  buyers  had  liquidated.  Prir-£  insurance  through  the 
future  contract  would  thus  be  destroyed  and  a  chaotic  conaition  exist  in  the  trade, 
and  as  a  result  the  market  would  be  at  the  merry  of  the  spinner. 

the  13th  of  November.  191S.  the  cotton  distribution  committee  of  the  War 
Industries  Board  issued  an  order  prohibiting  speculative  short  selling,  which  went 
into  effect  and  was  rescinded  on  December  9.  1918.     During  that  period,  contrary 
to  having  the  effect  of  stopping  the  decline  in  cotton,  it  is  noted  from  the  quota 
that  middl:    a  -  tton  in  New  Orleans,  as  of  date  November  13.  was  29. 38 cents  per 

pound:  whereas,  on  December  9.  it  had  declined  to  28.50  cents  per  pound,  proving 
conclusively  that  in  his  instance  the  law  of  supply  and  demand  functioned  regai 
of  the  artificial  restrictions  imposed  upon  the  future  cotton  market  and  cotton  declined 
nevertheless.     It  is  true  that  during  that  period  futures  advanced  temporarily  but 
finally  lost  5  points  for  December  cotton. 

I  am  of  the  opinion  that  the  order  authorizing  the  restriction  was  rescinded  in  such 
short  order  because  it  had  proved  a  failure. 

Many  other  commodities  and  articles  which  were  not  protected  by  a  future  market 
during  that  year  declined  as  much  or  more  than  cotton  and  during  the  decline  there 
were  periods  when  these  articles  could  not  be  sold  at  all.  the  difference  between  sales 
being  many  cents  per  pound:  whereas  we  were  able  to  hedge  cotton  continuously 
during  the  decline  at  almost  every  hundredth  part  of  a  cent. 

I  hold  no  brief  thai  saent  future  contract  is  a  perfect  one,  but  I        »y  that 

it  has  functioned  well  regardless  of  the  abnormal  war  and  post-war  conditions  and 
has  been  an  economic  and  insurance  benefit  to  the  cotton  trade  even  during  this 
season  of  distress  and  has  for  many  months  offered  the  best  price  obtainable  for  cotton 
in  the  world,  the  near  position  selling  at  a  premium  over  the  price  obtainable  for 
cotton  on  the  spot  markets,  thereby  indicating  that  the  continuous  offers  of  spot 
cotton  at  lower  prices  caused  the  future  marker  to  decline  notwithstanding  the  effort 
and  strong  resistance  which  it  offered  to  the  decline. 

It  must  be  borne  in  mind  that  the  American  exchanges  do  not  control  entirely  the 
trading  in  future        .  :.   which  is  also  traded  in  upon  the  great  ex  Liverpool 

and  Havre,  whoa       mtracte  are  practically  identical  with  ours,  ex  their 

-  are  called  by  different  names.     Senator  Caraway's  bill  won",  it  the 

trading  between  these  markets  and  ours,  our  contract  under  his  bill  being  entirely 
different  and  restricted,  and  the  business  would  gradually  drift  ::  turope  and  the 
price  of  cotton  be  controlled  by  them,  our  market  being  traded  in  entirely  y  spot 
holders  of  cotton  and  subject  entirely  to  local  conditions. 

The  future  contract  was  inaugurated  as  an  interim  or  insurance  contract,  as  stated 
above,  and  the  protection  and  safety  afforded  against  fluctuations  in  raw  cotton  by  the 
future  hedge,  enables  the  banks  to  lend  large  sums  upon  reasonable  margin  to  all 
parties  in  the  cotton  trade,  thereby  enabling  a  large  volume  of  business  to  be  done. 
It  has  also  opened  the  cotton  market  of  the  world  to  the  public  and.  as  stated  above, 
the  speculator  or  investor  performs  a  useful  service.  But  the  Caraway  bill  would 
entirely  eliminate  him.  as  he  must  be  the  owner  or  have  cotton  under  control  before 
he  can  participate  in  a  future  contract. 

Right  here  it  may  be  well  to  say  that  an  exporter,  unless  he  actually  bought  cotton. 
could  not  sell  cotton  forward,  even  abroad,  under  this  bill. 

Above  I  have  referred  to  the  elimination  of  short  selling  and  its  effect.  Senator 
Caraway's  bill  eliminates  the  short  seller  and.  as  said  before,  naturally  limits  the 
amount  of  buyers,  as  for  every  buyer  there  must  be  a  seller.  In  brief.  Senator  Cara- 
way's bill  would  close  the  American  future  markets,  revolutionize  the  cotton  trade. 
and  destroy  the  present  economic  and  insurance  features  enjoyed  by  the  trade  through 
the  future  'market . 

In  periods  of  extraordinary  demand  or  bountiful  supply,  both  of  which  cause  violent 
fluctuations  in  prices  but  in  opposite  directions,  there  is  always  a  good  deal  of  agitation 
in  America  for  destructive  or  regulatory  legislation,  as  the  future  board  prices  visualise 
strongly  the  advances  or  declines  in  the  market,  and  those  who  are  uninformed  as  to 
the  economic  and  insurance  benefits  of  the  future  market  to  the  cotton  trade  cry  out 
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for  legislation  both  State  and  National.  To  the  cotton  merchant,  the  future  market 
eliminates  the  speculative  risk  and  hazards  of  the  cotton  business  and  is  an  economic 
factor  of  safety  to  the  entire  cotton  industry. 

We  who  have  our  all  invested  in  the  cotton  trade  are  satisfied  with  the  present  future 
contract.  It  is  the  result  of  many  years  of  careful  thought  by  the  best  brains  the 
cotton  trade  has  produced,  as  well  as  by  legislative  attention,  and  I  wish  to  quote 
our  attitude  as  expressed  in  an  article  in  a  recent  issue  of  the  Cotton  and  Cotton  Oil 
News,  of  Dallas,  Tex.: 

"It  is  refreshing  to  note  the  attitude  of  those  who  understand  the  operation  of  the 
legitimate  exchanges  compared  to  the  wild  charges  and  hurtful  actions  of  men  who  do 
not  understand  the  functions  of  the  grain  or  cotton  exchanges.  At  a  recent  banquet 
at  the  Hotel  Cecil,  in  London,  to  the  Royal  Grain  Commission,  Sir  Alan  Garrett  Ander- 
son proposed  'the  grain  trade'  and  said  the  essential  functions  of  the  Government 
were  to  protect  and  help  trade,  but  not  to  take  it  in  hand.  The  Government's  job 
was  to  keep  the  ring  clear  and  let  traders  do  it  themselves.  By  the  miracle  of  private 
enterprise  and  individuality,  our  Nation  had  become  great.  By  a  repetition  of  that 
miracle  we  should  climb  from  the  valley  of  shadows  in  which  industry  was  to-day. 

"What  a  wonderful  precept  for  our  national  lawmakers,  who,  no  doubt  mean  well, 
but  always  do  that  which  results  in  distressing  losses  to  those  they  seek  to  assist. 
Why  not  let  well  enough  alone  and  help  instead  of  hindering?  " 

Gentlemen,  if  you  enact  Senator  Caraway's  bill  into  law,  you  will  create  a  condition 
such  as  existed  at  the  outbreak  of  the  war,  in  1914,  when  the  exchanges  were  forced  to 
close  for  three  months.  I  would  like  to  file  with  the  committee  copies  of  extracts  from 
newspaper  articles  regarding  the  demand  to  reopen  the  cotton  exchanges. 

Respectfully  submitted. 

Ed.  S.  Butler, 
President  Nevj  Orleans  Cotton  Exchange. 

RESOLUTIONS    OF   VARIOUS    SOUTHERN    COTTON    EXCHANGES    OPPOSING   THE    PROPOSED 
LEGISLATION   TO    AMEND   THE   COTTON   FUTURES    ACT. 

SAVANNAH   COTTON    EXCHANGE. 

Savannah,  Ga.,  February. 7,  1922. 

Whereas  the  board  of  directors  of  the  Savannah  Cotton  Exchange  is  advised  that  a 
subcommittee  of  the  United  States  Senate  Agricultural  Committee  will  conduct  a 
hearing  on  February  13  and  14, 1922,  in  Washington,  D.  C,  on  Senate  bill  385,  intro- 
duced by  Senator  Nathaniel  B.  Dial  (South  Carolina);  also  Senate  bill  399,  intro- 
duced by  Senator  Thaddeus  H.  Caraway  (Arkansas);  and 

Whereas  the  Dial  bill  seeks  to  provide  that  middling  cotton  shall  be  delivered  on  a 
future  contract  or  not  more  than  two  deliverable  grades  of  equal  quantities;  and 

Whereas  the  Caraway  bill  would  prevent  anv  person  or  organization  from  sending  any 
communication  by  telegraph  or  otherwise,  in  any  direction,  relating  to  a  contract  of 
cotton  for  future  delivery,  unless  such  person  or  organization  supplies  an  affidavit 
that  they  are  growing  or  actually  own  such  cotton  and  intend  to  deliver  same  on 
such  future  contract;  and 

Whereas  both  these  bills  if  made  a  law  will  practically  eliminate  all  legitimate  hedge 
business  in  the  future  markets  and  thus  place  cotton  dealers,  manufacturers,  and 
growers  in  a  serious  predicament:  Therefore  be  it 
Resolved  by  the  board  of  directors  of  the  Savannah  Cotton  Exchange,  in  special  met  ting 

assembled,  That  a  delegation  consisting  of  two  members  of  this  exchange  be  seal  to 

Washington  to  be  present  at  the  scheduled  hearing,  with  authority  to  vigorously 

oppose  both  bills,  believing  that  the  enactment  of  same  will  seriously  impair  and 

jeopardize  the  entire  cotton  trade  of  the  country. 
Attest: 

\\.  II.  Teasdale,  Secretary  arid  Superintendent. 

GALV E STO N    C<  >TT( » N    E  \  C 1 1 A  N  < !  1 ' . 

At  a  meeting  of  the  board  of  directors  of  the  Galveston  Cotton  Exchange  and  Board 
of  Trade  held  on  February  6,  1922,  the  following  resolution  was  unanimously  adopted: 

Resolved,  That  we,  the  members  of  the  Galveston  Cotton  Exchange  and  Board  of 
Trade,  being  thoroughly  familiar  with  the  terms,  conditions,  and  practical  operation 
of  the  present  future  contract  as  is  now  in  use  by  the  Now  Orleans  and  New  York 
cotton  exchanges,  do  hereby  thoroughly  and  strongly  indorse  said  contract  as  being 
fair,  equitable,  and  just. 
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Furthermore,  realizing  that  the  present  contract  is  the  outgrowth  of  many  years  of 
practical  experience  in  the  cotton  business,  we  are  strongly  of  the  opinion  that  the 
terms  and  conditions  of  said  contract  are  such  as  are  best  adapted  to  the  safe,  legiti- 
mate, and  practical  operation  of  the  cotton  business  and  kindred  industries. 

Furthermore,  it  is  the  unanimous  sense  of  this  meeting  that  we  strongly  oppose  any 
material  change  in  the  future  coDtract  now  in  use  in  the  New  Orleans  and  New  York 
cotton  exchanges. 

Furthermore,  we  unqualifiedly  oppose  the  passage  of  the  Dial  bill  (S.  385)  or  the 
Caraway  bill  (S.  399),  for  should* both  or  either  of  these  measures  be  enacted  into  law 
the  result  would  be  ruinous  to  the  cotton  trade  and  closely  allied  industries  of  the 
world  by  placing  the  cotton  business  on  an  unsafe,  unsound,  and  speculative  basis. 

And,  furthermore,  we  view  with  grave  concern  the  far-reaching,  detrimental,  and 
ruinous  effect  that  the  enactment  into  law  of  either  of  these  measures  would  have, 
not  only  upon  the  cotton  trade  but  upon  all  lines  of  industry,  and  particularly  through- 
out cotton-raising  States  where  the  growth  and  marketing  of  the  cotton  crop  play 
such  an  important  part  in  the  economic  welfare  of  the  United  States. 

MOBILE    COTTON    EXCHANGE. 

Mobile,  Ala.,  February  8,  1922. 
It  is  the  unanimous  opinion  of  the  Mobile  Cotton  Exchange,  representing  entirely 
spot-cotton  dealing,  that  no  further  legislation  restricting  cotton  trades,  either  spots 
or  futures,  be  enacted, 
By  order  of  the  board  of  directors. 

J.  B.  Harris,    Vice  President. 

excerpts  from  the  public  press  showing  the  widespread  demand  throughout 
the  cotton-producing  states  and  elsewhere  for  the  reopening  of  the  new 
york  and  new  orleans  cotton  exchanges. 

[Pearsall's  News  Bureau,  New  York— Sept.  8,  1914.] 

San  Antonio,  Tex.,  September  4. 

To  protect  against  immediate  financial  stress  such  cotton  growers  as  are  unable  to 
hold  their  staple,  the  San  Antonio  Chamber  of  Commerce  to-day  launched  a  campaign 
having  for  its  object  the  opening  of  all  cotton  exchanges  in  the  United  States. 

The  first  move  was  the  sending  of  telegrams  to  the  directors  of  cotton  exchanges  in 
New  York,  New  Orleans,  and  other  markets  and  to  chambers  of  commerce  throughout 
Texas. 

Following  is  the  text  of  the  communication  to  the  Texas  commercial  body: 

' '  We  believe  that  immediate  opening  of  cotton  exchanges  for  new  business  is  neces- 
sary to  establish  a  market  and  secure  uniform  prices.  Cotton  is  selling  in  places  as 
low  as  6  cents,  which  we  think  much  less  than  the  market  would  be.  Lack  of  knowl- 
edge of  prices  is  causing  heavy  loss  to  farmers  and  small  merchants.  Will  you  give 
immediate  active  assistance  by  telegrams  to  New  York,  New  Orleans,  and  other  ex- 
changes urging  immediate  opening?" 

[San  Antonio  Express,  Sept.  (i,  1914.] 

The  movement  to  have  the  cotton  exchanges,  that  closed  on  account  of  the  European 
war,  reopen  for  new  business  only  might  also  include  reopening  of  some  exchanges 
closed  by  what  many  cotton  men  regard  as  unwise  legislation.  It  is  pointed  out  by 
the  president  of  the  San  Antonio  Chamber  of  Commerce  that  unsophisticated  farmers 
are  imposed  upon  because  there  are  no  quotations  on  cotton,  and  therefore  they  have 
no  way  of  knowing  the  market  value  of  the  staple.  When  the  cotton  exchanges 
were  in  active  operation  the  crop  movement,  statistics,  and  quotations  of  all  the  im- 
portant markets  of  the  world  were  posted  on  blackboards  and  freely  given  to  the 
public  through  the  daily  newspapers  and  otherwise.  The  cotton  grower  had  no 
trouble  whatsoever  in  keeping  abreast  of  the  cotton  movement,  the  cotton  in  sight 
at  the  ports  and  at  interior  towns,  the  surplus  carried  over  from  the  previous  season, 
and  the  probable  size  of  the  current  season's  yield  and  demand  for  consumption. 
All  this  information,  whether  gathered  by  statisticians  of  the  Government  bureau  or 
by  experts  employed  by  the  cjtton  exchanges  themselves,  was  closely  followed  by 
the  public,  and  the  variations  in  conditions,  by  which  market  prices  of  spot  cotton 
and  contracts  for  future  delivery  were  affected,  was  as  much  the  public's  as  exchanges'. 
The  "futures"  quotations  indicated  expert  opinion  and  speculation  as  to  probable 
supply  and  demand  which,  in  the  main,  regulates  the  market  depsite  bull  and  bear 
movements  which  temporarily  boost  or  depress  the  market  to  the  benefit  or  hurt  of 
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the  speculations,  according  to  circumstances.  It  has  been  the  opinion  of  operators 
in  the  cotton  market,  both  buyers  and  sellers,  as  well  as  of  some  of  the  most  prominent 
planters,  that  speculation  is  cotton  futures  gave  a  support  to  the  spot  market  which 
was  essential  to  the  maintenance  of  spot  quotations;  and  that  the  influence  and  effect 
■of  the  exchanges,  in  reflecting  conditions  everywhere,  at  home  and  abroad,  was  to 
preserve  the  equilibrium  of  the  markets  and  to  keep  the  producer  as  well  advised  as 
to  the  market  value  of  his  product  in  New  York,  Liverpool,  San  Antonio,  or  elsewhere 
as  were  the  traders  and  speculators.  But  the  exchanges  were  charged  with  gambling, 
or  encouraging  gambling  in  cotton  futures,  and  prohibitive  legislation  put  the  future 
dealers  in  Texas  out  of  business.  There  are  varying  opinions  as  to  whether  that  was 
wise  legislation,  and  whether  Texas  cotton  growers  would  now  be  selling  their  product 
for  what  they  can  get  for  it  in  a  pinch,  because  there  is  no  established  market,  if  or- 
ganized marketing  facilities  were  the  same  as  heretofore  and  business  institutions  were 
left  in  business  hands  instead  of  being  made  the  playthings  of  prejudice  and  politics. 

[Cotton  and  Cotton  Oil  News,  Dallas,  Sept.  7,  1914.] 

The  closing  of  the  futures  market  has  certainly  eliminated  the  speculator  or 
■"gambler,' '  as  some  are  pleased  to  term  the  trader  in  cotton  futures. 

Some  Congressmen  and  some  agitators  among  southern  cotton  growers  have  long 
•demanded  that  the  speculator  be  eliminated.  Well  he  has  been  eliminated,  boots, 
breeches,  and  all.     The  exchanges  have  been  closed,  another  demand  of  said  agitators. 

According  to  the  claims  and  promises  of  these  great  reformers  the  southern  cotton 
grower  should  now  be  reaping  his  profits.  The  mills  would  be  buying  direct  from  the 
farmers  and  paying  the  latter  the  big  margins  that  erstwhile  went  to  the  exchanges 
and  the  gamblers,  so-called.     But  what  do  we  see? 

Even  a  blind  man  can  see  that  the  closing  of  the  exchanges  and  the  elimination  of 
speculators  have  closed  the  cotton  markets  and  have  put  the  cotton  grower  entirely 
•at  the  mercy  of  a  few  spot  buyers  for  the  mills.  The  cotton  grower  is  forced  to  accept 
any  price  offered  him. 

The  cotton  mills  are  also  handicapped  since  they  can  not  go  into  the  open  market 
and  buy  cotton  for  future  delivery  by  putting  up  a  margin  of  about  $5  per  bale  in 
cash,  one-tenth  of  the  value  of  cotton.  Now  that  he  is  required  to  pay  cash  this 
buying  power  is  paralyzed  and  he  only  purchases  one-tenth  the  quantity  of  cotton 
he  was  able  to  buy  when  the  exchanges  were  open  and  future  trading  possible. 

Under  these  conditions  there  is  no  wonder  that  cotton  has  declined  and  keeps 
declining. 

Our  reformer  friends  among  the  farmers  have  simply  been  forced  to  take  the  physic 
they  have  been  so  long  prescribing  and  it  certainly  should  make  them  sick  of  silly 
leaders  and  quack  nostrums. 

[Dallas  Morning  News,  Sept.  9, 1914.] 

Wichita  Falls,  Tex.,  September  <?,  1914. 
The  directors  of  the  chamber  of  commerce  to-day  telegraphed  a  request  to  the 
presidents  of  the  New  York  and  New  Orleans  Cotton  Exchanges  urging  that  steps  be 
taken  at  once  for  reopening  for  business.     The  directors  expressed  the  belief  that 
renewal  of  the  speculative  interests  will  result  in  higher  prices  for  cotton. 

[Mobile  (Ala.),  Register,  Sept.  9,  1914.] 

Referring  to  the  action  of  the  committees  at  New  York  in  trying  to  effect  a  settle- 
ment of  contracts  made  before  the  war,  the  cotton  market  report  in  the  Mobile  Register 
of  September  9  says;  "If  a  settlement  of  these  contracts  will  open  the  way  for  the 
resumption  of  business  by  the  exchanges  it  is  "a  consummation  devoutly  to  be  wished'  ' 
as  ever  since  the  exchange  closed  snippers,  brokers,  and  manufacturers,  as  well  as 
every  one  else  in  any  way  interested  in  cotton,  have  been  all  at  sea  as  to  what  cotton 
is  worth.  The  lack  of  a  broad  central  market  has  resulted  in  an  irregularity  in  prices 
such  as  the  trade  has  never  witnessed."  (Reprinted  from  Pearsalis  News  Bureau. 
■Sept.  12,  1914.) 

[Atlanta  Constitution,  Sept.  12,  1914.] 

The  chamber  of  commerce  committee  on  ways  and  means  to  meet  the  cotton  situa- 
tion has  taken  steps  to  cut  down  the  1915  crop  and  materially  improve  the  market  for 
the  present  year's  output.  The  committee  also  adopted  a  resolution  urging  the  Xew 
York,  New  Orleans,  and  Liverpool  Cotton  Exchanges  to  open  so  a  definite  market 
price  may  be  fixed  on  spot  cotton  for  the  benefit  of  the  immediate  market. 
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[Cotton  and  Cotton  Oil  News,  Dallas,  Sept.  25,  1914.] 

The  banks  will  loan  little  money  on  cotton  until  the  Xew  York.FXew  Orleans,  and 
Liverpool  exchanges  reopen  and  put  in  active  operations  all  their  functions,  thus 
establishing  some  known  prices  for  cotton.  We  have  the  word  of  many  bankers  for 
this. 

[Textile  Manufacturers'  Journal,  September,  1914.] 

In  any  event,  it  is  only  a  wild  speculation  for  mills  to  sell  ahead  without  a  cotton 
futures  market  on  which  to  hedge.  If  spot  cotton  should  go  below  7  cents  there  is  no 
indication  of  what  it  would  sell  at  for  four  months  oft.  and  unless  mills  can  buy  their 
full  supply  of  raw  cotton  to  cover  whatever  futures  business  they  should  take,  they 
might  be  caught  with  the  cotton  market  against  them  later  in  the  year.  There  is  no 
doubt  in  the  minds  of  dealers  that  the  various  movements  that  aim  toward  the  holding 
or  wider  buying  of  cotton  have  shown  direct  results  in  the  recent  advance  of  H  to  2 
cents  per  pound,  but  everywhere  there  is  doubt  cast  upon  the  permanence  of  the  new 
level.'  It  is  not  remarkable  that  buyers  doubt  it  because  they  are  always  bears,  but 
dealers  themselves  doubt  it.  Ginnings  are  far  below  the  normal  now.  which  indicates 
the  holding  of  a  large  volume  of  cotton,  but  whether  the  immense  pickings  of  October 
and  November  can  so  be  held  is  another  matter.  Spinners  are.  however,  learning 
the  economic  value  of  the  cotton  exchange.  When  the  exchange  was  being  con- 
demned last  spring  dealers  said:  "'Let  them  close  the  exchanges  with  their  laws, 
and  they  will  soon  see  how  handicapped  they  are."*  The  experience  has  been  made 
and  spinners  realize  how  valuable  is  a  futures  hedge.  |  Reprinted  from  Pearsall's 
NewH  Bureau.  Sept.  2S;  1914.) 

[New  York  Herald,  Oct.  2, 1914.] 

Southern  planters  who  in  the  past  have  been  working  for  the  abolition  of  the  cotton 
exchange  as  mere  instruments  for  the  cheapening  of  their  product  for  the  benefit  of 
speculators  have  received  an  important  lesson  during  the  two  months  since  these 
institutions  were  compelled  to  suspend  operations.  The  importance  of  the  stock 
exchanges  in  providing  a  perpetual  market  for  securities  and  in  fixing  values  through 
the  open  competition"  of  buyers  and  sellers  has  been  impressed  upon  the  country 
during  the  protracted  period  of  suspension. 

[Pearsall's  News  Bureau,  New  York,  Oct.  9, 1914.] 

Manchester,  England,  Octobers. 
The  Cotton  Federation  at  Manchester  have  issued  a  circular  to  their  members 
dealing  with  the  negotiations  between  the  cotton  committee  of  the  Federal  and  the 
directors  of  the  Liverpool  Cotton  Association,  and  adds  that  the  Federal  committee 
in  their  consultations  with  the  Liverpool  directors  were  strongly  advocating  the 
reopening  of  the  cotton  market,  being  convinced  that  with  the  continued  existence 
of  artificial  prices  it  would  be  unwise  on  the  part  of  spinners  to  make  any  purchases 
of  cotton  except  against  actual  bales  of  yarn,  and  that  the  continuance  of  artificial 
prices  would  make  it  imperative  to  entirely  stop  many  more  mills.  The  federation 
committee  are  doubtful  whether  the  market  will  be  reopened  for  some  time  yet.  and 
urge  that  in  the  circumstances  spinners  should  very  carefully  consider  the  position,  in 
view  of  the  difference  between  cotton  prices  in  Liverpool  and  America. 

[New  York  Journal  of  Commerce,  Oct.  5, 1914.] 

A  special  London  cable  to  the  Xew  York  Journal  of  Commerce  this  morning  says: 
•'"The  disorganized  cotton  position  is  gradually  producing  a  grave  position  in  the  Lan- 
cashire cotton  industry.  Hence  demands  are  becoming  insistent  that  there  should  be 
a  full,  unrestricted  resumption  of  business  on  the  Liverpool  Cotton  Exchange.  There 
is  alight  evidence  thus  far  that  spinners  are  buying  direct  from  America.  The  situa- 
tion apparently  is  that  spinners  are  loaded  up  with  Liverpool  contracts  at  high  prices. 
They  have  hedged  against  these  contracts  in  Xew  York  and  !N  ew  Orleans.  On  paper 
these  hedges  protect  them  fully  against  their  severe  losses  on  their  home  contracts. 
But  owing  to  the  closing  down  of  business  in  America  and  the  great  financial  risks 
incidental  to  covering  American  commitments  under  existing  conditions  cotton 
manufacturers  and  traders  are  not  likely  to  actively  cover  their  commitments  on  your 
side  until  they  have  some  relief  from  their  losses  on  Liverpool  contracts.-'  Reprinted 
from  Pearsalls  Xews  Bureau,  October  5,  1914. 
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[Boston  Transcript,  Oct.  6,  1914.] 

Memphis,  October  6. 

The  absence  of  a  contract  market  for  hedge  purposes  is  having  a  somewhat  serious 
effect  on  the  situation.  Many  cotton  men  hold  the  opinion  that  conditions  will  grow 
worse  so  long  as  the  exchanges  are  closed.  Bankers  do  not  care  to  make  full  loans  on 
cotton  when  the  holder  has  no  means  of  protecting  such  cotton  by  sales  of  contracts  as 
hedges.  One  banker  says  that  his  institution  would  not  loan  a  single  dollar  on  cotton 
until  the  exchanges  resumed  and  hedging  was  restored.  Buyers  are  not  allowed 
advances  in  the  way  of  overdrafts  unless  they  can  show  that  the  cotton  for  which  they 
wish  to  pay  has  been  sold.  The  banks  want  to  be  sure  of  immediate  reimbursement 
if  they  are*  to  put  out  their  monev  for  purchases  of  cotton. 

Cotton  can  not  be  sold  to  the  milk  for  later  delivery  without  hedging  facilities.  No 
buyer  here  is  able  to  secure  actual  cotton  an  carry  it  until  December  or  January  even 
if  he  were  willing  to  do  so,  because  of  financial  conditions  and  because  of  the  extreme 
risk  involved.  If  the  contract  markets  were  open,  however,  many  buyers  would  not 
hesitate  to  make  sales  for  December  or  January  shipment.  Probably  the  people  of 
the  South  never  so  fully  realized  the  advantages  of  exchanges  as  at  present.  Cer- 
tainly never  before  were  they  so  anxious  for  the  exchanges  to  be  in  operation. 

[National  City  Bank,  New  York,  circular,  October,  1914.] 

The  National  City  Bank  of  New  York,  in  its  circular  letter  for  October,  says:  "It 
must  be  evident  now  to  many  people  who  have  doubted  it  heretofore  that  the  cotton 
exchanges  have  had  a  useful  part  in  marketing  cotton.  When  the  exchanges  were 
open  there  was  a  broad  active  market  for  cotton,  conveniently  open  to  everybody;  the 
whole  world  could  trade  in  it  and  the  price  represented  the  consensus  of  opinion. 
There  was  a  standard  price  closely  followed  in  the  local  markets,  and  it  was  possible 
for  local  buyers  by  selling  futures  against  their  daily  purchases  to  do  a  safe  business  on 
a  much  smaller  margin  than  they  must  have  to  carry  the  risks  of  the  market.  More 
people  were  interested  in  cotton,  more  capital  was  available  for  handling  it,  and  there 
was  more  competition  for  cotton  than  is  possible  without  the  facilities  which  the 
exchanges  afford.  It  is,  therefore^  highly  desirable  that  the  exchanges  be  reopened 
to  full  operations  as  soon  as  practicable."  Reprinted  from  Pearsall's  News  Bureau, 
October  8,  1914. 

[Gov.  O'Neal's  address,  Alabama  State  Exposition.] 

In  his  opening  address  at  the  grounds  of  the  Alabama  State  Exposition,  at  Mont  - 
gomery,  Monday  afternoon,  Gov.  O'Neal,  of  Alabama,  declared,  "The  greed  and 
avarice  of  the  spinners  of  New  England  is  directly  responsible  for  the  present  condi- 
tion in  the  cotton-growing  States."  He  charged  that  the  closing  of  their  spindles  at 
this  time  was  merely  for  the  purpose  of  creating  panic  prices  for  cotton  in  order  that 
they  might  step  into  the  market  at  the  psychological  moment  and  buy  up  their  sup- 
ply for  this  and  next  year  at  panic  prices. 

Gov.  O'Neal  also  said:  "There  is  another  thing  that  must  be  overcome  in  the  minds 
of  the  general  public.  The  people  believe  that  cotton  exchanges  are  merely  gambling 
devices  and  gambling  machines.  That  is  not  true.  Cotton  exchanges  are  absolutely 
necessary  for  the  salvation  of  the  cotton  crops  from  year  to  year,  and  they  and  their 
existence  are  the  salvation  of  the  cotton  planter.  The  teaching  that  cotton  exchanges 
are  gambling  devices  is  wrong;  we  must  recognize  the  vast  importance  they  are  to 
the  cotton  grower  and  encourage  their  reopening  throughout  the  country."  Repro- 
duced from  Pearsall's  News  Bureau,  October  15,  1914.  t 

[New  York  Sun,  Oct.  19, 1914.] 

As  Mr.  McAdoo  says,  "What,  cotton  wants  is  a  restored  market."  The  direct  road 
to  a  solution  of  the  cotton  problem  lies  through  the  repoening  of  the  cotton  exchanges, 
which  will  give  both  growers  and  spinners  a  future  market  to  deal  in,  and  the  future 
market  will  offer  the  surest  and  safest  way  of  caring  for  the  1914  surplus  of  cotton. 

The  real  cotton  problem  of  the  day  is  presented  by  whatever  financial  obstacles 
stand  in  the  way  of  a  reopening  of  the  cotton  exchanges,  and  to  remove  them  calls 
for  an  infinitesimal  effort  in  comparison  with  the  prodigious  undertaking  denoted  in 
preposterous  A^alorization  devices. 

The  reopening  of  the  exchanges  will  conserve  all  equities,  not  of  the  cotton  grower 
alone,  but  of  the  spinner,  the  cotton  goods  merchant,  and  the  retail  buyer,  in  a  manner 
impossible  by  all  of  the  other  devious  methods  proposed,  for  the  world  will  then 
have  again  a  natural  cotton  market  regulated  by  economic  law. 
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[New  York  Sun,  Oct.  19,  1914.] 

As  a  scheme  for  solving  the  problem  presented  by  the  situation  in  cotton,  the 
b  anting  pool  can  best  be  made  to  serve  economic  ends  in  connection  with  the  reopen- 
ing of  1he  cotton  exchanges,  which  should  be  hastened  in  order  that  there  may  be  a 
resumption  of  those  dealings  in  futures  which  will  absorb  the  1914  cotton  surplus  in 
a  legitimate  way. 

[New  York  Journal  of  Commerce,  Oct.  22,  1914.] 

The  inability  of  mills  and  their  selling  agents  to  hedge  on  cotton  is  preventing 
the  closing  of  some  contrcats  for  cloths  to  be  delivered  from  the  1st  of  January  forward. 
There  is  now  no  difference  between  intending  buyers  and  sellers  on  the  score  ox  prices 
where  contracts  are  involved  and  have  been  talked  of  during  the  coming  week,  but 
neither  agents  nor  mills  are  in  a  position  where  they  can  cover  sales  of  cloths  vith 
purchases  of  cotton  unless  actual  cash  is  paid.  The  demand  for  goods  is  generally 
fitful,  and  traders  are  awaiting  some  firmer  ground  in  finished  goods. 

[Textile  Manufacturers'  Journal,  Oct.  24,  1914.] 

The  opening  of  the  cotton  exchange,  it  is  believed,  will  exert  a  bullish  influence  on 
raw  cotton,  as  there  is  bound  to  be  a  large  amount  of  buying  of  hedges  and  for  specula- 
tion. A  futures  market  will  afford  mills  a  basis  for  contract  work  and  will  give  ad- 
vance orders  a  safer  standing. 

[Pearsall's  News  Bureau,  New  York,  Oct.  27,  1914.] 

Selma,  Ala..  October  25. 
The  business  men  of  Selma  who  are  engaged  in  the  cotton  business  and  the  other 
residents  and  business  men  of  the  city  who  have  felt  the  effects  of  the  general  depres- 
sion because  of  the  European  war,  were  somewhat  elated  by  a  telegram  which  was 
posted  on  the  board  of  the  local  cotton  exchange  this  morning  and  which  was  to  the 
effect  that  there  was  a  possibility  that  the  New  York  Cotton  Exchange  would  resume 
business  during  the  early  part  of  November.  With  the  opening  of  the  New  York 
Cotton  Exchange  there  will  follow  the  opening  of  the  New  Orleans  Cotton  Exchange 
with  stable  quotations,  and  it  is  believed  that  the  cotton  business  will  soon  assume 
normal  proportions. 

[New  Orleans  Times-Picayune,  Nov.  14, 1914.] 

With  the  cotton  exchanges  reopened  for  future  trading  the  speculative  public  will  be 
able  to  deal  in  the  commodity  and  the  producer  will  no  longer  be  at  the  spinner's 
mercy.  That  the  crop  of  1914  is  a  very  large  one — the  largest  perhaps  ever  known — 
is  a  matter  of  common  knowledge.  It  follows  that  several  million  bales  must  be  carried 
till  a  short  crop,  or  greatly  improved  trade,  creates  an  imperative  demand  for  the  pres- 
ent surplus.  That  either  one  condition,  or  both,  will  arise  sooner  or  later  is  absolutely 
certain,  unless  all  human  experience  is  delusory.  Even  if  5,000,000  bales  should  have 
to  be  impounded  in  this  way,  the  task  would  not  prove  difficult  with  the  vast  specula- 
tive public  to  help.  With  cotton  readily  salable,  bankers  will  not  hesitate  to  lend  and 
the  problem  which  was  recently  so  acute  will  solve  itself.  It  remains  for  the  farmer 
to  do  his  part.  Speculation  might  carry  the  entire  crop  at  a  price,  but  at  only  a  price 
low  enough  to  bankrupt  every  son  of  the  soil.  The  reopening  of  the  exchanges  does  not 
necessarily  mean  that  the  price  will  rise  but  only  that  there  will  henceforth  be  two 
possible  buyers  for  each  bale.  The  lesson  has  been  frightfully  expensive  to  be  sure, 
but  lasting  wisdom  is  not  acquired  "on  the  cheap." 

Shreveport  (La.)  Times,  Nov.  14, 1914.] 

Cne  thing  is  certain,  the  futures  markets  will  open  with  the  people  of  this  country 
in  general  holding  a  better  opinion  of  their  value  and  their  economic  worth  more  than 
has  ever  been  entertained  before.  To  put  it  in  the  mildest  terms  possible,  the  carrying 
on  of  the  cotton  trade  during  the  last  three  months  and  a  half  without  the  aid  of  the  large 
cotton  exchanges  and  their  future  rings  and  what  used  to  be  called  ''paper"  cotton 
has  not  been  a  satisfactory  experience  at  all  to  everyone  concerned.  The  attitude  of 
the  farmers  has  undergone  such  a  complete  change  that  at  one  of  the  most  important 
of  their  gatherings  they  passed  resolutions  calling  upon  the  exchanges  to  reopen  as 
soon  as  possible.  In  Congress  there  now  appears  to  be  almost  a  unanimous  desire  to 
build  up  the  future  trade  rather  than  destroy  it  and  to  attempt  to  destroy  the  cotton 
future  markets  used  to  be  the  favorite  performance  of  statesmen  and  near  statesmen 
when  they  thought  it  necessary  to  play  to  the  galleries.     President  Wilson  even  went 
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so  far,  a  short  time  ago,  as  to  express  his  wish  that  the  cotton  exchanges  should  re- 
open as  soon  as  possible.  Future  trading  is  apparently  entering  upon  a  new  phase  of 
it   existence. 

[Atlanta  Journal,  Nov.  15,  1914.] 

The  opening  of  the  cotton  exchanges  to-morrow  at  New  York,  New  Orleans,  and  Liver- 
pool will  be  welcomed  by  all  departments  of  the  cotton  trade.  Aside  from  certain 
abuses  attendant  upon  them  the  cotton  exchanges  perform  a  distinct  service  for  seller 
and  buyer.  How  great  this  service  is  was  fully  realized  while  the  exchanges  were 
closed.  Then  no  one  knew  what  cotton  was  worth.  The  price  differed  at  times,  even 
in  neighboring  communities.  The  exchanges,  however,  with  daily  quotations  serve 
to  fix  a  world  price  upon  which  everyone  may  proceed  to  the  transaction  of  business 
with  all  certainty.  It  may  be  that  the  first  result  of  the  opening  to-morrow  will  be  a 
decline  in  price,  but  if  so  we  are  confident  that  it  will  not  be  for  long.  In  fact  it 
is  probable  the  hope  of  a  substantial  and  maintained  rise  in  the  price  of  cotton  just 
now  lies  in  the  trading  activity  that  will  take  place  upon  the  exchanges.  These 
institutions  soon  to  pass  under  the  control  of  the  new  cotton  futures  law  enacted  by 
Congress  for  the  purpose  of  eliminating  all  gambling  features  connected  with  them, 
seem,  when  this  has  been  accomplished,  destined  to  enter  an  era  of  still  greater  use- 
fulness to  the  business  of  the  world. 

[Ne  v  York  Commercial,  Nov.  16,  1914.] 

Further  low  offers  on  print  cloths  and  gray  goods  failed  to  result  in  sales  on  Saturday, 
as  the  mills  are  waiting  further  developments  this  week  when  the  cotton  exchange 
opens  up. 

[Ne  v  York  Journal  of  Commerce,  Nov.  13,  1914.] 

Leading  foreign  exchange  authorities  are  counting  on  a  large  increase  in  the  offering 
of  bills.  This  refers  particularly  to  cotton,  as  it  is  pointed  out  that  the  opening  of  the 
cotton  exchange  to-day  will  pave  the  way  for  extensive  exports  of  the  staple  to  Liver- 
pool. *  *  *  Automatically  the  gold  pool  is  put  out  of  business  by  the  exchange 
operations  of  the  week.  The  first  call  of  $25,000,000  has  only  been  used  in  part,  and 
the  syndicate  has  a  balance  in  London,  exchange  against  which  can  only  be  drawn  at 
a  loss.  The  improvement  in  the  cotton  market  will  probably  make  the  $135,000,000 
cotton  pool  also  ineffective.  The  fact  that  these  two  pools,  representing  $235,000,000 
to  help  the  exchange  and  cotton  situation  will  not  be  needed,  forms  in  itself  conclusive 
evidence  of  the  remarkable  improvement  that  has  taken  place. 

[Mobile  Register,  Nov.  17,  1914.] 

With  the  cotton  exchanges  open  again  for  general  trading,  with  the  12  Federal  re- 
serve banks  aunounced  as  ready  for  business,  and  with  the  Chicago  stock  yards  clean 
and  again  at  work,  there  ought  to  be  encouragement  enough  for  all  in  the  happenings  of 
yesterday,  November  16.  Interest  centered,  of  course,  in  the  New  York  and  New 
Orleans  exchanges  and  there  was  great  relief  felt  when  the  market  started  out  in 
something  like  a  feeling  of  having  no  support,  rallied  and  settled  to  a  basis  in  a  short- 
half  hour.  Of  course,  no  one  can  predict  the  future  with  certainty,  but  apparently 
the  crucial  moment  was  at  the  beginning;  and  we  shall  see  a  steady  forward  move- 
ment from  now  on.  Cotton  having  hit  its  gate,  so  to  speak,  trading  in  legitimate  line; 
will  become  general.  We  shall  not  be  surprised  to  find  the  mills  of  the  country  ana 
of  England  entering  very  liberally  into  the  market;  in  which  case  the  worst  of  the 
trouble  of  1914  will  be  over. 


[Cotton  and  Cotton  Oil  Ne  vs,  Dallas,  Nov.  16,  1914.] 

For  nearly  10  years  the  Cotton  and  Cotton  Oil  News  has  told  the  people  of  the 
South  just  what  would  happen  if  the  cotton  exchanges  were  ever  closed  by  legisla- 
tion. What  was  predicted  has  happened  by  the  European  war  closing  the  exchanges 
(except  they  have  all  been  closed  and  the  producers'  exchanges,  the  American  ex- 
changes) have  had  an  even  break  with  the  consumers'  exchange — those  of  Europe. 

We  do  not  wish  to  crow  over  the  most  abundant  vindication  of  our  policy,  but 
rather  to  congratulate  those  who  have  heretofore  disagreed  with  us  upon  their 
awakening:  and  more  especially  the  cotton  planter  upon  his  promise  of  a  return  to 
normal  conditions  by  the  opening  of  the  exchanges,  which  will  guarantee  to  him  a 
cotton  market — he  can  at  least  sell  his  cotton  at  some  price  anywhere  and  every- 
where all  the  time. 

The  operation  of  the  cotton  exchanges  will  furnish  hedge  facilities  which  will 
immediately  make  of  cotton  a  cash  asset  readily  convertible  into  money  anywhere. 
The  buyers  who  have  heretofore  (since  the  exchanges  closed")  been  able  to  buy  only 
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as  much  as  they  had  orders  for,  will  now  be  able  to  buy  all  cotton  in  sight  and  protect 
themselves  from  a  possible  decline  by  selling  futures  against  all  cotton  thev  may  not 
have  sold  to  the  spinners,  or  vice  versa,  to  protect  that  which  they  have  sold  but  are 
short  the  actual  cotton  for  delivery. 

Moreover,  there  is  an  insurance'  feature  to  the  cotton  futures  not  fully  understood 
by  the  cotton  trade — at  least  the  farmer  element  of  it. 

*  *  *  *  *  *  * 

Thus  by  a  system  of  futures  the  cotton  planter,  the  buyer,  the  spinner,  and  the 
speculator  all  bear  the  burden  of  the  crop.  The  farmer  has  borne  the  burden  of  the 
market  since  July  31,  and  will  always  do  so  when  from  any  means  he  is  deprived  of 
themarket  made  by  the  operation  of  the  cotton  exchanges  in  the  full  exercise  of  all 
their  functions,  as  well  as  the  active  speculation  in  cotton,  which  always  gives  strength 
to  the  market,  if  there  is  the  least  possible  show  for  a  bull  market. 

"We  say,  and  without  claim  to  that  which  does  not  belong  to  us,  that  this  paper 
has  been  more  instrumental  in  the  American  people  realizing  the  value  of  the  cotton 
and  grain  exchanges  than  any  other  paper  we  have  ever  seen.  The  three  and  a  half 
months  stagnant  cotton  market  as  the  result  of  closed  exchanges  has  been  the  most 
convincing  proof  and  support  of  our  contention. 

[New  York  Journal  of  Commerce,  Nov.  IS,  1914.] 

All  things  considered,  the  result  of  the  reopening  of  the  cotton  exchanges  at  Liver- 
pool, Xew  York,  and  New  Orleans  was  quite  as  satisfactory  as  could  be  expected. 
There  was  no  excited  action  and  no  serious  financial  embarrassment  to  the  dealers. 
This  was  largely  due  here  to  the  arrangement  made  by  the  conference  committee 
through  the  organization  of  the  Cotton  Trading  Corporation  to  take  over  the  burden 
of  commitments  made  before  the  closing  by  means  of  advances  from  certain  banks 
and  trust  companies. 

*  *  *  *  *  *  * 

That  the  opening  was  accomplished  with  such  hearty  cooperation  of  all  concerned, 
with  a  view  to  sustaining  and  steadying  the  market  and  avoiding  all  confusion  or 
excitement,  is  in  itself  gratifying  and  hopeful. 

One  thing  to  be  expected  is  a  better  understanding  and  more  favorable  opinion  of 
the  function  of  the  exchanges  and  the  manner  in  which  they  are  conducted,  especially 
that  in  Xew  York.  The  utility  of  their  service  to  the  planting  interest  as  well  as 
that  of  the  traders  and  manufacturers  may  be  said  to  be  fairly  demonstrated,  but  the 
situation  was  exceptional  and  forbade  any  of  the  speculative  vagaries  which  in  times 
past  have  discredited  the  exchange  operations,  though  they  were  only  incidental 
and  occasional  in  its  operation.  The  experience  dining  a  period  of  agitation  for  reform 
and  in  meeting  the  present  crisis,  is  calculated  also  to  establish  a  better  standard  and 
have  a  permanent  salutary  effect. 

The  tentative  adoption  of  the  Government  standard  for  some  of  the  contracts, 
while  retaining  the  old  form  for  others,  will  prepare  the  way  for  a  more  cheerful 
acceptance  of  the  former  as  it  becomes  obligator}'  to  avoid  the  crushing  tax  where  it 
is  not  complied  with.  This  opening  after  so  much  trial  and  adversity  may  mark  a 
new  and  happier  era  for  the  exchanges,  freed  from  the  obloquy  of  a  gambling  propen- 
sity assumed  to  be  a  ruling  passion. 

[New  York  Herald.  Nov.  24,  1914.] 

The  Xew  York  Herald  this  morning  quotes  a  number  of  newspapers  on  the  reopen- 
ing of  the  cotton  exchanges  as  follows : 

Baltimore  Xews:  The  calm  which  attended  the  resumption  of  business  on  the  cotton 
exchanges  was  a  tribute  to  the  careful  preparations  made  by  the  exchange  authorities, 
aided  by  financial  interests. 

Philadelphia  Evening  Ledger:  The  Xew  York  Exchange  resumed  business  with 
the  market  low  but  not  demoralized.  And  the  news  dispatches  have  begun  to  tell 
of  mills  reopened  instead  of  mills  closed. 

Savannah  Xews:  The  exchanges  reopen  upon  a  changed  order  of  things,  and  it  is 
hoped  will  aid  in  reestablishing  order  and  confidence. 

Atlanta  Constitution:  Farmers  are  seeing  that  their  own  self  interests  lies  in  selling 
cotton  and  paying  debts.  Cotton  is  oiling  ail  the  wheels.  Wliatever  mistakes  were 
made  will  soon  be  obliterated. 

Houston  Post:  The  Xew  \ork  Cotton  Exchange  would  be  wise  to  remain  on  its 
good  behavior  at  this  time  if  it  values  its  future  existence. 

Rochester  Democrat  and  Chronicle:  In  a  sense  the  slump  in  the  great  southern 
product  may  be  of  benefit,  for  it  emphasizes  the  folly  of  confining  agriculture  activities 
to  a  single  crop. 
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Minneapolis  Journal:  Exchanges  that  deal  in  commodities  are  clearly  shown  by 
the  test  of  the  crisis  to  be  a  lawful  and  helpful  facility  of  trade  and  a  regulator  of  prices. 

Legitimate  speculation  in  grain  and  cotton  is  helping  the  farmers  at  the  present 
time.  It  is  certain  that  the  demand  for  grain  will  be  good  for  at  least  a  year,  but  the 
entire  production  can  not  be  assimilated  in  half  a  year.  The  farmers  must  turn  their 
crops  into  cash  and  only  legitimate  speculation  can  provide  a  ready  market  for  it 
well  in  advance  of  actual  consumption.  This  applies  even  more  strongly  to  cotton 
because  practically  all  the  cotton  in  the  world  is  grown  in  the  Northern  Hemisphere 
and  reaches  the  market  at  the  same  time.  If  the  farmers  were  able  to  hold  their 
crops  they  would  become  speculators  to  that  extent,  so  speculation  can  never  be 
eliminated.  When  a  farmer  plants  a  crop  he  speculates  in  a  legitimate  way,  but  it 
is  speculation  just  the  same. 

When  legitimate  speculation  is  interrupted,  as  it  has  been  by  this  war,  it  is  hard  to 
sell  cotton  in  primary  markets.  Spinners  will  not  buy  freely  when  they  can  not 
hedge.  Hedge  sales  by  spinners  must  be  matched  by  speculative  buying.  When 
speculation  is  not  active  enough  on  the  buying  side,  hedge  selling  by  spinners  and 
Southern  spot  buyers  tends  to  work  the  price  down  to  a  lower  level,  yet  all  acknowl- 
edge that  such  hedge  selling  is  both  legitimate  and  necessary.  Only  in  this  way 
can  the  trade  take  the  cotton  off  the  hands  of  the  farmers  in  the  first  half  of  the  crop 
year. 

Withour  speculation  on  cotton  exchanges  spinners  would  make  the  farmers  carry 
their  own  cotton  or  sell  it  at  fearful  sacrifices  early  in  the  season.  The  spinner  must 
insure  himself  against  loss.  He  can  not  take  chances  because  the  banks  will  not 
finance  his  operations  without  every  possible  insurance.  If  he  could  not  hedge  he 
would  have  to  charge  more  for  yarn  and  pay  less  for  raw  cotton,  which  would  be  bad 
for  both  farmers  and  consumers  of  cotton  goods. 

When  the  cotton  exchanges  resumed  business  cotton  fluctuated  erratically  and  thus 
went  up.  The  whole  trade  had  been  disorganized  for  three  months  and  cotton  had 
sold  for  less  than  6  cents  a  pound  in  southern  primary  markets.  The  crop  has 
turned  out  far  bigger  than  was  expected  when  the  price  was  below  6  cents,  but 
the  market  is  now  strong  and  the  crop  is  moving  freely  because  the  trade  has  got  back 
into  its  accustomed  channels  as  far  as  a  state  of  war  will  permit.  The  cotton  growers 
can  now  realize  the  value  to  them  of  legitimate  speculation,  which  is  taking  care  of 
the  crop  well  in  advance  of  actual  consumption. 

Senator  Ransdell.  I  would  ask  that  they  all  go  in,  to  make  this  record  complete. 
It  is  a  very  important  subject. 

Senator  Keyes.  One  thing  I  would  like  to  ask.  I  am  very  much  interested  in 
your  statement  in  regard  to  the  situation,  and  realize  that  you  have  had  a  wide  experi- 
ence in  the  cotton  industry. 

There  is  pending  before  the  Committee  on  Agriculture  another  bill  which  concerns 
cotton,  and  I  don't  know  whether  you  care  to  express  an  opinion  on  it  or  not,  but  as  a 
cotton  man  I  would  be  very  glad  indeed  to  get  your  views,  if  you  care  to  state  them. 
I  am  referring  to  a  bill  introduced  in  the  Senate  by  Mr.  Ladd,  the  purpose  of  which 
is  the  stabilization  of  the  prices  of  certain  agricultural  products.  The  bill  mentions 
wheat,  shelled  corn,  raw  cotton,  and  raw  wool,  and  the  price  fixed  in  the  bill  to  be 
established  is  18  cents  per  pound  for  raw  cotton,  middling  spot  at  New  Orleans. 

I  don't  know  whether  that  is  a  subject  you  care  to  touch  on  or  not.  I  know  it  is 
outside  of  this  hearing,  but  if  you  care  to  do  so  I  would  like  you  to  express  your  views 
on  that  bill. 

Mr.  Norman.  I  have  very  strong  convictions  in  regard  to  that. 

Senator  Keyes.  If  you  have  convictions,  tell  us  just  briefly  whether  you  think 
that  is  feasible  for  the  country  or  for  tne  South.  I  should  be  very  glad  to  have  your 
convictions. 

Mr.  Norman.  Well,  I  think  it  is  unfair.  While  I  am  in  favor  of  seeing  cotton  aa 
high  as  possible,  and  making  the  South  as  prosperous  as  possible,  it  is  unfair  to  the  other 
parts  of  the  country  that  cotton  should  be  given  special  treatment.  If  you  should 
attempt  to  stabilize  the  price  of  cotton,  other" people  would  probably  want  it  for  grain, 
and  if  you  did  it  for  grain  they  would  want  it  for  corn  or  wheat  and,'  we  will  say,  hides 
or  rice;  and  the  United  States  Steel  Corporation,  if  it  was  not  making  7  per  cent  on  its 
investment,  would  want  it  for  steel,  and  they  would  be  entitled  to  it  as  much  as  the 
cotton  farmer.  And  then  I  stippose  you  would  have  the  price  of  labor  to  fix.  In 
other  words,  we  might  all  just  as  well  go  out  of  business  and  let  the  Government  run 
everything.     That  is  all  I  have  to  say  about  that. 

Senator  Keyes.  All  right.     We  thank  you. 
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STATEMENT  OF  MR.   GEORGE   A.   LEVY,   LIVINGSTON,   GLOVER   & 
CO.,  SAVANNAH,  GA. 

Senator  Ransdell.  Please  give  your  name  and  your  residence  and  business,  and 
whom  you  represent. 

Mr.  Levy.  George  A.  Levy.  I  am  a  partner  in  the  firm  of  Livingston,  Glover 
&  Co.     They  are  cotton  exporters — Livingston,  Glover  &  Co. 

Senator  Ransdell.  And  what  is  your  residence? 

Mr.  Levy.  Savannah,  Ga.  I  am  also  a  partner  in  the  Savannah  Cotton  Factorage 
Co.,  who  are  cotton  factors  and,  as  such,  advance  money  to  the  producers  of  cotton,, 
which  we  handle  on  a  strictly  commission  basis. 

My  statement  will  be  very  brief.  You  can  talk  on  this  legislation  for  months,  I 
think,  but  we  hope 

Senator  Ransdell.  Go  ahead  in  your  own  way. 

Mr.  Levy.  I  am  a  member  of  the  Savannah  Cotton  Exchange,  which  is  a  spot 
exchange.     We  have  no  futures  department.     We  object  to  Senator  Dial's  bill. 

Senator  Ransdell.  And  I  suppose  the  Caraway  bill,  which  destroys  all  cotton 
exchanges. 

Mr.  Levy.  Yes;  but  particularly  to  the  Dial  bill  on  the  ground  that  it  confuses 
spot  transactions  with  future  transactions.  They  are  absolutely  and  entirely  sep- 
arate. The  hedges  or  future  markets  are  used  as  temporary  hedges  for  transactions 
to  reduce  the  liability  of  loss,  and  when  we  enter  into  them,  buyers  and  sellers — 
and  we  are  both — we  have  no  idea  of  dealing  in  the  actual  spot  cotton  in  New  York 
or  in  the  exchange  in  which  we  trade,  but  simply  as  a  protection  to  us  in  the  trade 
we  are  then  making,  whether  buying  or  selling. 

Senator  Ransdell.  Using  the  word  "hedging"  in  the  sense  of  insurance? 

Mr.  Levy.  Insurance.  And  any  contract  that  fluctuates  in  sympathy  with  the 
actual  cotton  is  satisfactory  to  us,  whether  it  is  basis  middling  or  basis  anything. 
If  it  fluctuate  in  sympathy  with  the  actual  cotton,  it  is  satisfactory  to  the  cotton 
merchant.  No  more  satisfactory  contracts  can  hardly  be  drawn  than  the  present 
contracts  we  are  using,  as  we  see  it.  We  sell  the  actual  cotton  to  the  spinners  of  cotton, 
and  through  our  experience  we  have  learned  which  spinners  use  the  various  grades 
of  cotton.  The  producer  of  cotton  does  not  know  that.  Therefore  when  he  comes 
to  us  with  a  thousand  bales  of  cotton  of  all  grades  and  staples,  we  can  buy  that  cotton 
and  temporarily  hedge  it — sell  futures  against  it.  We  may  never  intend  to  deliver 
that  particular  cotton  on  contract.  We  get  the  thousand  bales  of  cotton  in,  class  it, 
find  out  how  much  of  each  grade  and  staple  there  is,  and  put  it  before  the  spinners 
whom  we  know  use  these  various  grades  and  staples,  and  sell  it  to  them,  and  then 
we  buy  in  our  futures,  and  the  transaction  is  completed,  and  we  deliver  no  cotton 
on  future  contracts. 

Senator  Ransdell.  So  in  that  transaction,  where  you  actually  handle  a  thousand 
bales  of  cotton  for  quite  a  number  of  farmers  who  have  produced  it,  you  find  it  nec- 
essary, perhaps,  to  buy  and  sell  several  thousand  bales  in  the  futures  market? 

Mr.  Levy.  Certainly. 

Senator  Ransdell.  Using  it  every  time  as  insurance? 

Mr.  Levy.  And  the  spinner  has  done  exactly  the  reverse  in  covering  his  sale  of 
cotton.  Now,  if  we  did  not  have  some  protection  to  which  we  could  resort  it  would 
be  necessary  for  the  cotton  crop  to  sell  in  a  very  short  period  of  time.  It  would  be 
rushed  to  market,  sold,  and  gotten  out  of  the  way.  The  spinners  would  have  to 
come  in  and  buy  the  cotton  while  it  was  made. 

Senator  Ransdell.  For  what  it  would  bring? 

Mr.  Levy.  They  could  not  sell  goods  out  and  buy  cotton  for  next  October  delivery, 
next  June  or  July  delivery.  They  would  have  to  get  in  and  buy  while  it  was  selling. 
Therefore  the  farmers  would  have  to  rush  it  onto  the  market  and  sell  it  in  short  periods 
of  time. 

Senator  Keyes.  And  that  would  cover  how  long  a  period?    Three  months  or  so? 

Mr.  Levy.  Three  or  four  or  five  months. 

Senator  Ransdell.  Against  12  months,  as  it  now  is? 

Mr.  Levy.  Yes,  sir. 

Senator  Ransdell.  With  the  assistance  of  the  exchange  and  this  power  to  insure? 

Mr.  Levy.  Yes.  If  it  is  an  effort  to  artificially  affect  prices,  it  should  be  objected 
to  by  every  interest. 

Senator  Ransdell.  You  mean  if  this  bill  is  passed? 

Mr.  Levy.  Yes;  if  it  is  an  effort  to  influence  prices  artificially.  Senator  Dial  says 
there  is  no  doubt  but  what  it  would  increase  the  price  of  cotton.  We  think  the  law 
of  supply  and  demand  will  always  take  care  of  that,  regardless  of  any  contract. 
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The  Senator  also  savs  that  because  the  seller  has  the  option  in  these  contracts  of 
determining  what  grades  will  be  delivered,  the  buyer  will  only  buy  these  contracts 
at  a  reduction,  at  a  bargain,  because  the  seller  absolutely  determines  what  grades 
are  to  be  delivered.  Then  if  there  are  over  100,000,000  bales  bought  in  a  year,  why 
should  the  buyers  demand  delivery  of  no  more  than  about  100,000  bales  of  that  cotton 
if  it  is  bought  at  such  a  bargain?    You  can  see  on  the  face  of  it  it  is  not  a  bargain. 

Senator  Ransdell.  Mr.  Levy,  the  reason  why  there  are  so  many  bales  dealt  in, 
apparently,  is  because  in  your  transactions  you  are  obliged  to  use  this  as  an  insurance. 

Mr.  Levy.  And  temporarily. 

Senator  Ransdell.  And  temporarily.  So  if  there  are  actually,  let  us  say,  15,000,000 
bales  of  spot  cotton  produced  in  the  whole  South,  there  might  be  100,000  bales  dealt 
in  on  future  exchanges,  when  there  was  only  15,000,000  bales  of  spot? 

Mr.  Levy.  Yes. 

Senator  Ransdell.  Using  it  again  and  again  and  again  for  insurance.  That  is  cor- 
rect, is  it  not? 

Mr.  Levy.  That  is  correct,  yes,  sir. 

Under  the  operation  of  the  present  law  it  is  supervised  by  the  Department  of  Agri- 
culture, who  are  very  watchful  in  the  interest  of  the  farmers  and  of  fair  play,  and  the 
differences  used  in  the  New  York  exchange  contract  are  absolutely  without  the  con- 
trol of  the  New  York  Cotton  Exchange.  They  have  absolutely  nothing  to  do  with 
those  differences. 

Senator  Ransdell.  Who  determines  these  differences? 

Mr.  Levy.  Those  differences  are  the  average  differences  used  in  the  principal  spot 
markets  of  the  South.     And  these  spot  markets  are  controlled  by  southerners. 

Senator  Ransdell.  And  the  Agricultural  Department  of  the  Government  ascertains 
those  differences  and  announces  them? 

Mr.  Levy.  And  announces  them  and  supervises  them  to  see  that  they  are  always 
fair,  and  when  one  marker  gets  out  of  tune  with  the  other,  a  representative  of  the 
Department  of  Agriculture  will  soon  be  on  hand  to  find  out  why,  and  to  make  an  effort 
to  correct  it. 

Senator  Ransdell.  Then  it  would  be  very  difficult,  in  the  practical  working,  Mr. 
Levy,  for  the  New  York  Exchange  or  the  New  Orleans  Exchange  to  do  anything 
wrong  if  it  so  desires? 

Mr.  Levy.  Absolutely. 

Senator  Ransdell.  Because  of  the  supervision  which  it  is  under  all  the  time,  not 
only  by  the  trade,  but  by  the  Department  of  Agriculture? 

Mr.  Levy.  The  Department  of  Agriculture.  If  we  sell  futures  for  delivery  next 
October,  we  do  not  know  what  the  differences  will  be.  We  know  that  they  will  be  the 
average  differences  found  in  the  principal  spot  markets  in  the  South. 

Senator  Ransdell.  By  differences  you  mean  the  differences  in  value  between  the 
10  grades  of  cotton,  some  being  above  basis  middling,  and  some  being  below  basis 
middling? 

Mr.  Levy.  Correct;  I  think  that  is  the  whole  thing. 

Senator  Ransdell.  May  I  ask  you  just  this  question: 

In  brief,  now,  does  the  cotton  exchange  perform  a  valuable  function,  and  so  much  so 
that  it  ought  to  be  continued  in  existence,  or  could  you  very  well  afford  to  legislate 
it  out  of  existence— destroy  it?  What  is  your  judgment  about  that?  What  would  you 
sav  about  that? 

Mr.  Levy.  Personally,  as  a  member  of  a  firm  which  tries  to  do  a  conservative  busi- 
ness, we  prefer  the  protection  of  the  cotton  exchanges,  as  we  can  handle  our  business 
on  a  safe  and  conservative  basis  at  a  reasonable  margin  of  profit.  Without  the  pro- 
tection of  the  cotton  exchanges  we  would  be  obliged  to  ask  a  wider  margin  of  profit 
to  protect  ourselves. 

Senator  Ransdell.  You  mean  by  that  that  you  can  give  the  producer  a  better 
price  for  his  cotton  now  than  you  could  if  there  were  no  exchange? 

Mr.  Levy.  That  is  right. 

Senator  Ransdell.  Then  instead  of  this  being  a  gambling  institution,  I  take  it  from 
what  you  say  that  it  is  a  conservative  institution? 

Mr.  Levy.  Very  conservative. 

Senator  Ransdell.  It  stabilizes  business  rather  than  destroys  it? 

Mr.  Levy.  Absolutely. 

Senator  Keyes.  Could  you  offer  any  suggestion  in  any  way  of  any  moans  by  which 
Congress  could  bring  about  a  more  fair  marketing  situation  than  the  present,  and 
especially  haying  in  mind  the  interests  of  the  grower? 

Mr.  Levy.  I  can  not  think. of  any,  Mr.  Chairman.  I  am  familiar  with  the  working 
of  the  cotton  exchanges  to  some  extent,  as  wo  use  thorn,  and  they  are  marked  with  the 
efforts  of  safe,  sane,  and  verv  conservative  business  men. 


42.  AMEXD   SECTION   5   OF    COTTOX   FUTURES   ACT. 

Senator  Keyes.  In  your  opinion  would  the  grower  gain  anything  by  the  passage  of 
this  proposed  legislation? 

Mr.  Levy.  He  would  lose. 

Senator  Keyes.  In  your  opinion  he  would  lose? 

Mr.  Levy.  He  would  lose,  in  that  it  would  handicap  the  class  of  merchants  who  now 
can  handle  his  product  on  a  safe  and  sane  basis.  It  would  make  it  necessary  for  them 
to  speculate  and  to  charge  for  that  speculation  on  a  larger  margin  of  profit,  to  protect 
themselves.  The  crux  of  the  whole  situation  is  that  the  spot  element  is  being  forced 
into  the  futures  element,  and  they  are  as  separate  things  as  day  and  night. 

Senator  Keyes.  Is  that  all,  Senator? 

Senator  Rantsdell.  Yes. 

The  next  witness  is  Mr.  West. 

STATEMENT  OF  MR.  S.  Y.  WEST,  LITTLE  ROCK,  ARK. 

Senator  Ransdell.  Will  you  please  give  your  name,  Mr.  West,  your  residence,  and 
your  business? 

Mr.  West.  S.  Y.  West,  cotton  buyer  and  exporter,  speaking  for  myself  and  the 
Little  Rock  Cotton  Exchange  and  the  Arkansas  Cotton  Trade  Association,  not  a  mem- 
ber of  any  futures  exchange. 

I  have  very  little  to  add  to  the  wisdom  of  these  gentlemen  who  have  been  speaking 
here  this  morning;  but,  boiled  down  very  briefly,  the  thing  looks  to  me  like  it  comes 
to  this:  A  number  of  years  ago,  before  we  had  marine  insurance,  people  who  shipped 
stuff  around  the  world  had  to  make  much  larger  profits  than  they  do  to-day,  when  we 
can,  for  a  very  small  premium,  have  our  marine  risks  insured.  The  cotton  people, 
under  the  present  system,  have  price  insurance,  and  it  would  be  much  better  if  these 
exchanges  were  called  price  insurance  associations,  as  Lloyd's  is  called  an  insurance, 
than  if  they  were  really  called  futures. 

Senator  Ransdell.  They  are  really  price  insurance? 

Mr.  West.  They  are  really  price  insurance  associations.  They  are  not  themselves 
companies.     It  is  simply  a  place  for  people  to  meet. 

Senator  Ransdell.  lit  is  very  much  like  Lloyd's  in  that  respect,  is  it  not? 

Mr.  West.  Yes;  it  is,  exactly.  Lloyd's  is  not  an  incorporation,  as  an  insurance 
company  is  in  this  country  at  all.  It  is  just  a  meeting  place  where  these  underwriters 
get  together,  this  terrible  speculating  that  we  hear  so  much  about.  We  have  under- 
writers of  marine  risk,  underwriters  of  fire,  underwriters  of  credit  insurance,  under- 
writers of  all  sorts  of  insurance.  They  are  speculators,  if  you  please.  That  is  just 
exactly  what  they  are,  speculators,  as  much  so  as  in  the  cotton  business.  In  the  cot- 
ton business  there  is  a  price  underwriter.  He  bets  it  is  going  up  or  down,  just  like  if  I 
have  insured  a  home  in  Little  Rock,  the  insurance  company  will  bet  me  a  hundred 
dollars  to  two  that  it  will  not  burn  up  this  year.     That  is  all  it  amounts  to. 

Any  changes,  as  we  know,  upset  confidence.  I  am  from  a  farm  State.  The  exchange 
that  I  represent  there,  of  which  I  happen  to  have  been  president,  60  per  cent  of  its 
membership  are  farmers,  and  we  do  not  know  a  lot  about  the  technical  side  of  these 
things,  but  we  do  know  this.  We  know  what  happened  to  us  there  in  our  State.  I  am 
also  interested  in  a  little  bank.  Futures  went  up  very  high  in  1919  and  1 920,  during 
the  winter  of  1920,  and  then  the  next  fall  they  were  very  cheap,  and  still  kept  getting 
cheaper.  The  man  who  had  taken  price  insurance — and  they  were  forced  to  do  it  in 
my  town  of  Little  Rock,  because  the  banks  would  not  loan  them  any  money — was  able 
to  pay  off  his  bank,  and  there  was  not  a  dollar  lost  by  a  bank  in  Little  Rock  on  a  cotton 
man.  In  other  sections  of  Arkansas,  where  they  are  not  quite  so  conservative,  cotton 
shippers  and  merchants,  the  banks  do  not  understand  the  economic  functions  of  the 
futures,  they  did,  or  lots  of  them,  and  I  will  say  they  are  in  a  poor  condition.  I  don't 
mean  that  any  of  the  banks  are  going  to  bust  down  there,  but  they  are  not  nourishing 
with  money. 

Here  is  a  buyer  and  here  is  a  seller.  Their  interests  are  diametrically  opposed. 
They  have  got  very  little  in  common.  The  buyer  wishes  to  buy  as  cheaply  as  pos- 
sible always,  and  the  seller  wishes  to  sell  at  the  highest  price  obtainable  all  the  time. 

Senator  Ransdell.  And  the  ultimate  buyer  in  this  country  is  the  spinner? 

Mr.  West.  Yes,  sir;  he  is  the  spinner.  I  am  a  buyer  this  minute  and  a  seller  the 
next.  I  am  one  of  those  horrible  middlemen,  and  maybe  I  should  be  eliminated, 
and  I  will  be  whenever  there  is  a  cheaper  way  of  handling  the  cotton  crop  than  the 
present  one;  I  will  go  by  the  board,  and  ought  to  go  by  the  board.  The  spinners, 
being  much  wealthier  men,  commanding  much  greater  credit  than  any  conceivable 
combination  of  farmers  that  I  can  think  of,  if  we  have  no  futures  markets,  the  spinners 
could  get  together  and  make  a  combination  of  credits  and  would  not  pay  very  much 
for  the  commodity  which  they  were  trying  to  buy,  because  the  speculator  would  not 
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be  in  there.  Maybe  some  man  in  India  believes  cotton  is  selling  too  cheap  in  the 
United  States  and  he  buys  a  lot  of  cotton  here.  That  helps  to  stabilize  the  price.  It 
helps  the  spinner,  because  it  gives  the  farmer  enough  money  so  that  he  won't  starve 
xo  death. 

Senator  Ransdell.  Suppose  the  spinners  were  the  only  buyers,  Mr.  West,  and  they 
chose  to  get  out  of  the  market  for  a  few  weeks.     What  would  happen  then? 

Mr.  West.  It  would  be  just  like  it  was  in  1914.     There  would  be  no  bottom  to  it. 

Senator  Ransdell.  Just  like  some  other  agricultural  commodities — no  bottom? 

Senator  Keyes.  Then,  I  understand  your  position  to  be  that  they  are  really  a  pro- 
tection to  the  .grower? 

Mr.  West.  Positively. 

Senator  Keyes.  It  is  a  fact  that  they  do  not  buy  through  the  exchanges? 

Air.  West.  I  should  say  that  98  per  cent  of  the  spinners,  or  99  per  cent  of  them, 
never  take  up  a  bale  through  the  exchange,  Senator.  The  exchange  is  simply  an 
insurance  association .  It  is  a  body  politic .  The  cotton  exchanges  do  not  make  money 
at  all,  just  like  you  might  belong  to  a  church  or  something  of  that  kind.  It  is  just  a 
trading  place. 

Senator  Ransdell.  The  spinners  do  use  the  exchange  as  an  insurance  to  hedge? 
When  a  spinner  wants  a  thousand  bales  of  spot  cotton  six  months  in  advance,  he  will 
go  on  the  exchange  and  buy  a  thousand  bales  of  future  cotton  for  the  time? 

Mr.  West.  That  is  right. 

Senator  Ransdell.  To  insure  that  he  is  going  to  get  his  spots  at  the  price? 

Mr.  West.  Mr.  Chairman,  I  did  not  mean  that  the  spinners  did  not  use  the  ex- 
changes as  price  insurance,  but  for  the  actual  acquisition  of  their  spot  cotton  which 
they  spin  they  do  not  use  it. 

Senator  Keyes.  Yes;  that  is  what  I  understood. 

Mr.  West.  That  is  the  way  I  understood  your  question. 

Senator  Dial's  bill,  the  one  that  he  withdrew,  and  the  one  that  he  now  wishes 
passed,  I  believe  that  is  the  thing  we  are  talking  particularly  to-day 

Senator  Keyes.  Yes;  also  a  bill  introduced  by  Mr.  Caraway. 

Mr.  West.  Well,  I  was  going  to  come  to  that  too. 

Senator  Dial's  bill  would  have  the  same  effect  upon  the  marketing  of  cotton  as  if 
insurance  companies  with  whom  I  have  my  fire  insurance  policies  would  say  to  me, 
''I  will  only  insure  certain  qualities  of  your  cotton  against  fire."  Immediately  my 
financial  backers,  my  bankers,  would  want  to  know,  "Well,  what  part  of  that  cotton 
is  insured?  That  is  the  cotton  that  we  want  to  loan  money  on.  We  won't  loan  you 
any  money  on  this  other  cotton  that  you  can  not  get  fire  insurance  on."  That  is,  the 
whole  thing  is  a  question  of  insurance.  A  great  many  people  don't  believe  in  insur- 
ance. I  think  Senator  Caraway  does  not  believe  in  insurance.  He  told  me  that  yes- 
terday afternoon,  that  he  had  practically  no  insurance.  We  are  able  to  get  this  price 
insurance  to  handle  cotton  on  about  as  close  a  profit  as  possible,  1|  to  2  per  cent, 
and  out  of  that  we  have  to  pay  everything.  If  I  handle  50,000  bales  of  cotton  in  a 
year,  at  $2  a  bale,  and  do  ■$5,000,000*  worth  of  business,  if  I  make  $50,000  a  year  on 
my  business  I  am  delighted  and  have  done  very  well.  People  in  the  wholesale  dry- 
goods  business,  wholesale  jobbers  and  grocers  who  handle  $5,000,000  worth  of  busi- 
ness, if  they  don't  clear  pretty  near  a  million  they  feel  like  they  have  got  a  very 
hard  deal.  That  is  true  in  the  State  of  Arkansas.  I  don't  know  about  any  place  else. 
Without  price  insurance  it  would  be  impossible  for  us  to  do  business  on  so  small  a 
margin. 

Senator  Dial  misunderstands  the  functions  of  the  future  exchanges,  I  believe.  He 
wishes  to  force  everybody  to  trade  on  a  modified  form  of  section  10  of  the  Smith-Lever 
bill.  Now,  I  am  from  the  country,  and  before  the  passage  of  this  Smith-Lever  bill 
I  felt  that  people  in  my  position  were  at  a  very  serious  disadvantage  many  times. 
Under  the  present  S3^stem  I  have  just  as  much  protection  as  anybody"  The  Govern- 
ment functions  in  this  matter  just  as  in  any  other  law,  for  the  protection  of  the  farmer, 
and  the  Smith-Lever  bill  is  as  much  a  protection  for  the  farmer  as  for  the  cotton 
exchanges. 

Mr.  Caraway  wishes  in  his  bill  to  eliminate  the  speculator. 

Senator  Ransdell.  That  would  destroy  the  exchanges? 

Mr.  West.  That  would  destroy  the  price  underwriting  feature  of  the  cotton 
exchanges  just  as  if  you  said  to  any  insurance  underwriter  they  could  not  any  longer 
underwrite.  To-day  you  get  credit  insurance  from  Lloyd's.  It  costs  you  pretty  lu>, 
but  you  can  get  it.  In  12  months  time  they  will  guarantee  the  bank  against  loss 
under  certain  conditions. 

Then  we  are  attacked  about  this  100.000,000  bales  traded  in  when  only  10.000.000 
bales  are  raised.  You  take  the  matter  of  fire  insurance  on  that  same  number  of  bales. 
you  will  find  it  relatively  about  the  same  number  as  the  100.000.000  they  speak  of  being 
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traded  in  on  the  future  exchanges,  because  every  time  I  move  a  bale  of  cotton  from 
one  warehouse  to  another — buy  it.  for  instance — when  it  is  moved  out  of  the  warehouse 
that  insurance  policy  is  canceled  out,  and  when  it  gets  to  my  warehouse  my  policy 
covers  it.  When  it  gets  to  the  depot  mv  policv  is  canceled  out,  and  another  one  takes 
effect  when  it  gets  on  the  railroad.  Then,  when  it  arrives  at  the  compress  at  Little 
Rock  the  railroad  policy  is  canceled  out  and  the  other  policy  takes  effect  at  Little 
Rock.  Then,  when  I  sell  that  cotton,  if  it  goes  on  the  railroad  again  I  cancel  my 
Little  Rock  insurance  and  another  policy  takes  it  up.  and  so  on,  and  it  is  carried  right 
through.  Each  bale  of  cotton  is  insured,  on  an  average,  against  fire,  about  six  differ- 
ent times.  There  are  10,000,000  bales  of  cotton,  and  there  are  at  least  60,000,000 
bales  insured  against  fire. 

Senator  Ransdell.  That  is  a  very  interesting  fact.  I  did  not  realize  that,  but  I  see 
the  truth  of  it. 

Mr.  West.  Mr.  Chairman,  you  asked  for  suggestions  that  would  better  the  situation. 

Senator  Keyes.  Yes.  We  would  certainly  be  very  glad  to  have  them  if  you  have 
any. 

Mr.  West.  No.  I  must  frankly  admit  that  I  am  not  intelligent  enough  to  offer  any 
constructive  suggestions  on  this  subject  unless  it  would  be  to  increase  the  number  of 
grades  deliverable  on  a  contract  rather  than  to  decrease  them.  That  is  the  interest  of 
my  State,  because  we  are  pretty  far  north,  and  our  growing  season  is  short.  Our 
cotton  is  generally  of  poorer  grade  than  the  rest  of  the  people's,  with  the  exception  of 
western  Tennessee,  Missouri,  and  northern  Mississippi,  possibly.  That  is  the  only 
suggestion  I  could  make  of  that  nature. 

Another  thing.  We  all  know  that  uncertaintv  upsets  confidence,  and  we  have  had 
this  Smith-Lever  bill  as  an  excellent  thing,  but  this  business  of  putting  a  law  in  that 
changes  your  price  insurance  policy  over  night  is  very  destructive  of  confidence  in 
values.  I  think  one  thing  that  is  the  matter  with  the  markets  now — it  has  been 
sluggish  for  six  weeks  or  more — one  thing  is  the  fear  on  the  part  of  a  lot  of  us  that  some- 
thing drastic  will  be  done  in  regard  to  futures,  and  our  ability  to  get  price  insurance 
will  be  destroyed  or  so  badly  impaired  that  we  won't  be  able  to  finance  our  business. 

The  head  of  the  Arkansas  Bankers'  Association,  president  of  one  of  the  biggest  banks 
in  that  State,  told  me  that  if  this  law  passes  there  was  not  a  firm  that  would  do  business 
in  Arkansas  in  the  cotton  business  that  his  bank  would  be  willing  to  loan  more  than  40 
per  cent  of  the  value  of  cotton  or  any  other  commodity  which  could  not  get  price 
insurance  which,  in  a  very  short  time,  would  concentrate  the  cotton  business  into  the 
hands  of  a  very  powerful,  rich  firm.  People  working  way  back  in  the  woods,  willing 
to  work  for  a  small  profit,  sort  of  keep  the  thing  from  getting  into  the  hands  of  a  very 
few  people. 

Senator  Ransdell.  Mr.  West,  do  you  know  of  any  very  well  defined  sentiment  in 
your  State  for  the  passage  of  this  Caraway  bill  or  the  Dial  bill? 

Mr.  West.  The  only  sentiment  in  mv  State  is  in  opposition  to  both  bills.  I  have 
heard  no  favorable  expression  about  either. 

Senator  Ransdell.  But  there  is  a  decided  opposition  to  them? 

Mr.  West.  The  very  fact  that  I  am  here,  sent  here  by  my  exchange  to  fight  this 
thing. 

Senator  Ransdell.  Which  is  not  a  future  exchange  at  all? 

Mr.  West.  Not  at  all. 

Senator  Ransdell.  And  you  are  not  a  member  of  any  future  exchange? 

Mr.  West.  Not  at  all.  There  is  only  one  man  a  member  of  our  spot  exchange  in 
Little  Rock,  Ark.,  that  is  a  member  of  any  future  exchange,  and  I  think  he  is  the 
only  member  of  any  future  exchange  in  the  State  of  Arkansas. 

Senator  Keyes.  He  is  a  member,  as  I  understand  it,  as  an  individual? 

Mr.  West.  As  an  individual;  yes,  sir. 

Senator  Keyes.  Not  representing  your  exchange? 

Mr.  West.  Not  representing  our  exchange  at  all.  Now,  as  I  told  you,  60  per  cent 
of  our  membership  are  farmers. 

Senator  Ransdell.  That  is,  cotton  farmeis,  men  who  produce  cotton  themselves? 

Mr.  West.  Yes,  siree. 

Senator  Keyes  Mr.  West,  do  you  agree  with  the  previous  witness  that  the  passage 
of  the  proposed  legislation,  instead  of  benefiting  the  grower,  would  actually  injure  him? 

Mr.  West.  Yes.  sir.  I  think  he  would  be  very  much  in  the  same  predicament  that 
he  was  in  1914,  when  there  was  no  futures  market.  With  price  insurance  I  am  ready 
to  buy  cotton  every  day  at  a  pretty  fair  value,  based  on  that  price  insurance,  and 
■without  it  I  could  not. 

Senator  Ransdell.  And  there  are  a  great  many  other  people  in  your  position,  sir, 
ready  to  buy  cotton  every  day,  thereby  furnishing  buyers  for  the  commodity? 

Mr.  West.  Yes,  sir. 
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Senator  Ransdell.  And  without  these  exchanges  you  would  not  be  buying? 

Mr.  West    I  would  not. 

Senator  Ransdell.  So  there  would  be  no  people  in  the  market  purchasing  the 
•commodity,  and  without  purchasers  it  would  naturally  go  down,  wouldn't  it? 

Mr.  West.  Yes,  sir.  I  agree  thoroughly  with  the  other  witnesses  in  that  respect. 
I  think  it  is  much  better  for  the  farmer.  He  gets  a  better  price.  He  can  market  and 
does  market,  I  believe,  60  or  75  per  cent  of  his  cotton  in  a  very  few  months  out  of  the 
yen .  The  mills  do  not  buy  anything  like  that  amount  of  cotton  from  the  farmer  at 
that  time.  Somebody  must  take  up  that  slack.  They  must  carry  that  stock  of  cot- 
ton just  as  a  wholesaler  carries  a  stock  of  dry  goods,  or  whatever  business  he  may  be  in. 
The  reason  he  carries  it  is  becaues  he  is  convenient  to  the  market,  for  his  retailers  to 
come  in  and  buy  from  him.  The  farmer  is  selling  from  60  to  70  per  cent  of  his  product 
in  90  days,  and  the  world  is  using  1,000  per  cent,  or  about  100  per  cent  of  his  product 
in  12  months.  You  can  readily  see  what  would  happen  to  him  without  a  lot  of  people 
taking  up  that  slack  in  that  time. 

Senator  Keyes.  Is  there  anything  more,  Senator  Ransdell? 

Senator  Ransdell.  No  more  from  this  witness.  I  have  one  or  two  more  wit- 
nesses.    Are  you  willing  to  go  on? 

Senator  Keyes.  Yes;  for  a  while. 

Senator  Ransdell.  I  now  wish  to  produce  Mr.  Evans,  of  Houston,  Tex. 

STATEMENT    OF    MR.    JOSEPH    W.    EVANS,    REPRESENTING    THE 
HOUSTON  COTTON  EXCHANGE,  HOUSTON,  TEX. 

Senator  Ransdell.  Please  state  your  full  name  and  your  business. 

Mr.  Evans.  Joseph  W.  Evans,  representing,  or  at  least  the  accredited  represent- 
ative of  the  Houston  Cotton  Exchange,  which,  Senator,  is  the  largest  spot  cotton 
market  in  the  world,  I  believe,  and  also  representing  the  Texas  Cotton  Association, 
which  comprises  practically  if  not  absolutely  every  merchant  of  standing — that  is, 
cotton  merchant  and  exporter — in  the  State  of  Texas. 

Senator  Ransdell.  You  have  been  president  of  that  association,  have  you  not, 
for  some  years? 

Mr.  Evans.  Yes,  sir:  for  one  year. 

Senator  Ransdell.  When  were  you  president? 

Mr.  Evans.  I  was  president  three  years  ago.  I  was  president  of  the  Houston 
•Cotton  Exchange  for  two  years. 

Senator  Ransdell.  But  you  were  president  of  the  Texas  Cotton  Association, 
which  reaches  out  much  further  than  your  Houston  exchange? 

Mr.  Evans.  Oh,  yes. 

Senator  Keyes.  In  your  association  do  you  include  the  membership  of  the  Gal- 
veston Cotton  Exchange?    I  have  had  some  letters  from  them. 

Mr.  Evans.  In  our  association  we  include  practically  every  dealer  in  the  State 
of  Texas.  That  takes  in  the  membership  of  Dallas,  Fort  Worth,  and  Galveston,  and 
any  reputable  accredited  cotton  man.  They  have  to  pass  a  pretty  rigid  examina- 
tion to  get  in  there  because  we  are  rather  proud  of  our  organization  and  a  little  bit 
jealous  of  its  reputation.  Every  member  of  that  association  carries  on  his  letterheads 
' '  Member  of  the  Texas  Cotton  Association.  "  I  simply  state  that  to  show  you  that  they 
value  their  membership. 

Senator  Ransdell.  What  percentage  of  the  cotton  of  the  United  States,  normally, 
•do  you  produce  in  Texas? 

Mr.  Evans.  I  should  3ay  28  or  30  per  cent.  We  used  to  say  a  third.  This  year, 
which  is  perhaps  a  good  illustration,  Texas  will  raise  2,200,CC0  Lales.  The  crop  in  the 
United  States  is  81.  I  will  have  to  dispute  with  the  Government  on  that.  The 
Government  said  83.     Their  first  guess  was  6£. 

Senator  Ransdell.  So  your  percentage  is  really  below  the  normal  this  year? 

Mr.  Evans.  That  would  work  out  about  that.  It  would  work  out  something  over 
a  quarter  and  something  less  than  a  third. 

Senator  Keyes.  The  Government  has  not,  as  a  matter  of  fact,  hit  it  very  closely? 

Mr.  Evans.  We  are  in  favor  of  giving  them  another  guess.  They  have  had  three  or 
four,  and  I  say,  ''Let's  give  them  another  guess." 

Gentlemen,  I  have  talked  at  great  length  and  had  a  very  satisfactory  discussion  from 
my  point  of  view,  with  the  House  committee,  and  if  may  I  say  this,  I  did  not  talk  to 
the  southern  men.  There  were  two  or  three  of  them  sitting  there,  but  what  surprised 
me  and  pleased  me  very  much  was  the  great  interest  that  Chairman  Haugen  and  three 
or  four  other  representatives  outside  of  the  cotton  belt  manifested  in  this  thing,  and  1 
wondered,  because  I  recognize  that  you  gentlemen  hear  a  lot  of  witnesses  and  must 
necessarily  get  pretty  tired  of  this  constant  drill.     I  told  them  that  1  wanted  to  make 
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a  few  brief  statements,  and  I  went  on  the  stand  for  ten  minutes,  and  stayed  there  an 
hour  and  a  half.     I  apologized  for  it. 

I  presume  these  witnesses  that  you  have  examined  this  morning  have  pretty  well 
developed  the  situation.  I  am  a  cotton  farmer,  although  I  may  not  look  like  one.  and 
that  is  not  my  principal  business.  But,  being  a  cotton  farmer,  I  can  realize  the  con- 
dition that  the  cotton  farmer  is  in,  in  my  section  of  the  country.  We  have  got  a 
number  of  drawbacks,  and  one  is  the  ravages  of  the  boll  weevil.  I  am  reminded  of  a 
Negro  that  was  farming  down  there  on  shares.  The  man  went  down  there  to  look  at 
his  crop,  and  it  was  in  pretty  bad  condition.     The  weevil  had  got  in  there  and  ravaged 

it,  and  he  looked  it  over  and  said,  ''What  in  the  h is  the  matter  with  this  crop?  " 

He  said,  "Boss,  the  weevil  done  et  up  your  half."  The  weevil  has  done  et  up  my 
quarter.  That  is  the  statutory  proportion  which  the  owner  of  the  land  receives.  I 
think  the  weevil  done  et  up  my  half.  I  have  not  had  any  revenue  for  several  years 
back,  and  have  been  at  pretty  big  expense. 

Xow,  coming  down  to  the  bill,  the  technical  side  of  this,  I  am  sure,  has  been  thor- 
oughly developed.  The  only  thing  I  want  to  say  is  that  in  my  judgment  the  cotton 
producers — that  is  the  man  we  are  all  concerned  with — at  present  I  don't  believe 
that  any  good  citizen,  any  man  of  broad  vision  in  the  United  States  to-day  does  not 
realize  that  the  farmer  is  in  a  bad  plight,  and  if  by  legislation  or  help  of  any  kind  his 
condition  can  be  improved,  I  think  all  men  of  the  right  kind  want  that  to  be  done. 
I  think  that  is  independent  of  creed  or  politics  or  anything  else.  I  believe  that  the 
farmer,  by  reason  of  this  liquid  and  elastic  cotton  contract,  gets  for  his  product  many 
dollars  per  bale  more  than  he  would  if  you  had  certain  restrictions  or  an  abolition  of 
the  exchange. 

If  you  were  to  take  Senator  Dial's  bill,  which  I  now  understand  has  been  changed 

somewhat  since  yesterday 

Senator  Keyes.  Changed  very  materially. 

Mr.  Evans.  If  that  contract  were  restricted  in  any  form  it  would  simply  work  out 
this  way,  that  it  would  practically  put  the  exchanges  in  the  attitude  of  not  being 
able  to  do  any  business  except  a  restricted  business  between  a  cotton  merchant  and 
a  spinner,  which  in  itself  would  not  exceed,  as  the  matter  stands,  less  than  half  of  it. 
I  mean  considerably  less  than  that.  I  imagine  that  15  or  20  per  cent  is  done  between 
them. 

I  have  no  brief  for  speculators,  but  I  do  say  this,  that  the  speculator  carries  the 
burden  to  some  extent  all  the  time  in  any  commodity.  You  can  take  a  specific  case. 
Last  fall  we  began  to  realize  that  the  growing  crop  was  very  short.  Cotton  went  up 
the  first  part  of  August,  or  somewhere  in  the  very  early  part  of  September,  10  cents  a 
pound,  or  $50  a  bale.  That  never  would  have  happened  without  the  exchanges. 
Somebody  might  say,  "But  it  also  goes  down  more  than  it  should. "  But  it  is  not  the 
same  situation,  for  this  reason:  If  we  put  something  up  beyond  its  intrinsic  value, 
put  it  up  to  a  very  high  price,  it  may  attract  a  little  selling,  but  then  a  man  is  selling 
something  he  has  not  got;  but  if  we  put  it  down  below  its  intrinsic  value,  you  atrract 
a  lot  of  real  investors.  For  instance  I  have  some  friends  up  in  Kentucky  that  never 
saw  a  bale  of  cotton,  of  rather  large  means.  They  wrote  me  last  summer.  They  said, 
"We  notice  that  cotton  is  down.  What  would  you  advise?  We  feel  we  ought  to  buy 
some  of  it.    What  do  you  think  about  it?  " 

I  wrote  back  and  said,  "In  my  judgment  you  can  not  lose  much  money,  and  you 
might  make  a  good  deal. "  So  my  friends  up  there  wired  me.  He  was  talking  about 
futures.  He  wired  me  and  said,  "Will  you  buy  500  bales?  "  I  sold  it  to  him  out  of 
my  own  stock.  That  very  thing  happened.  However,  there  is  not  the  tendency 
to  put  something  down  that  there  is  to  put  it  up.  So  that  you  see  the  cotton  futures 
really  add  to  the  price  of  cotton,  in  addition  to  the  fact  that  it  represents  a  ready 
market. 

Of  course  these  other  gentlemen,  I  am  sure,  touched  on  that  1914  condition,  with 
which  you  are  all  thoroughly  familiar. 

Senator  Ransdell.  Mr.  West,  if  I  may  break  in  there,  gave  us  a  very  interesting 
illustration  of  the  cotton  exchange  as  an  insurance  association,  compared  with  Lloyds; 
that  it  was  used  very  largely  for  insurance. 

Mr.  Evans.  It  is  used  absolutely  for  insurance,  so  far  as  we  are  concerned,  and  here 
is  the  reason  that  Senator  Dial's  idea  is  impractical,  from  my  standpoint  as  a  cotton 
merchant.  I  buy  cotton  in  this  way,  largely.  I  do  not  buy  from  many  farmers. 
There  are  a  few  big  planters  who  sell  me  their  cotton,  friends  of  mine,  but  generally 
speaking  my  business  is  all  done  through  country  merchants,  through  the  men  who 
collect  the  cotton  crop.  They  are  the  men  who  advance  money  on  it.  The  small 
farmer,  Negro,  comes  into  town  Saturday  and  sells  his  one  or  two  or  three  bales. 
Senator  Ransdell.  To  this  country  merchant  from  whom  you  buy? 
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Mr.  Evans.  To  this  country  merchant.  This  country  merchant  I  have  Incwn  for 
years.  You  know  what  the  confidential  relationship  is  that  exists  there.  They 
don't  call  me  up.  At  the  close  of  the  market  I  send  them  a  code  telegram.  If  spots 
in  Houston,  Tex.,  are  16  cents,  my  limit  to  them  generally  is  15-J,  landed  at  Houston, 
the  difference  is  absorbed  in  the  insurance  and  interest  that  I  am  out,  because  they 
draw  on  me,  draft  with  bill  of  lading  attached.  I  may  buy  500  bales.  Of  course 
there  have  been  days  when  I  bought  a  thousand.  But  just  say  I  buy  500  bales  from 
15  different  men  in  Texas.  That  will  come  to  me  in  the  form  of  perhaps  20  or  30 
grades.  Now,  I  can  not  afford  to  carry  that  and  I  immediately  sell  futures  against 
that,  either  at  the  close  of  that  day  or  the  opening  of  the  next,  providing  I  have  the 
spot  transaction  rounded  out.  and  always  we  buy  a  great  deal  more  cotton  than  we 
sell  during  the  fall,  as  Mr.  West  explained  just  as  he  left  the  stand.  If  I  am  to  sell 
a  future  contract  which  comprises  two  or  three  grades,  where  I  am  buying  20,  as 
it  is  now,  there  is  some  of  that  cotton  which  is  outlawed.  But  if  I  am  to  sell  a  future 
contract  which  represents  two  or  three  grades,  whereas  I  have  bought  cotton  of  all 
grades,  I  simply  would  not  be  able  to  function.  I  can  not  do  that,  because  when  that 
buyer  comes  to  me  and  says,  "Well,  Mr.  Evans,  you  have  sold  me  a  hundred  bales 
of  cotton,  and  I  want  strict  good  middling,"  while  Houston  is  the  largest  spot  market 
in  the  United  States,  and  their  stock  to-day  is  300,000  bales,  I  will  say  that  there  is 
not  on  that  market  to-day  300  bales  of  strict  good  middling,  and  if  that  man  has  the 
privilege  under  this  proposed  measure  of  demanding  50  per  cent  or  25  per  cent  of 
strict  good  middling,  he  and  I  are  going  to  come  to  an  impasse,  and  I  will  have  to 
default  my  contract,  and  he  will  have  to  take  some  legal  measures. 

That  is  the  extreme,  because,  as  a  matter  of  fact,  whenever  that  contract  was  nar- 
rowed to  where  I  have  to  enter  into  it  on  that  basis,  I  would  not  go  into  it.  What  is 
the  effect  upon  the  farmer?  That  is  what  we  want  to  consider.  I  have  not  any  par- 
ticular brief  for  the  middlemen.  They  are  able  to  take  care  of  themselves.  If  they 
don't  function  economically  I  think  they  ought  to  be  removed,  and  that  applies  to 
me  as  well  as  to  any  other  trade.  But  what  happens  to  the  farmer.  I  am  not  able  to 
sell  futures  as  price  insurance,  as  Mr.  West  so  happily  terms  it.  I  can  not  handle  his 
cotton  on  a  margin  of  50  cents  a  bale.  I  am  not  one  of  the  largest  dealers  in  the  State, 
nor  am  I  one  of  the  smallest.  I  consider  75,000  bales  a  very  good  turnover.  If  I  can 
handle  75,000  bales  and  make  50  cents  a  bale,  I  am  simply  tickled  to  death.  In  other 
words,  I  have  taken  a  commodity  that  is  worth  $100  per  bale.  I  have  taken  that  and 
bought  it  from  all  parts  of  Texas,  put  it  in  running  grades,  and  staple — staple  is  the  most 
important  thing — and  shipped  that,  and  if  I  make  50  cents  a  bale  at  the  end  of  the  year 
I  think  I  have  done  all  right,  and  I  do  not  believe  any  commodity  is  handled  on  any 
narrower  a  margin  than  cotton,  for  this  is  actually  true,  that  there  is  the  freest,  widest 
competition  in  the  world.  In  Houston  there  must  be  thrity-odd  exporters  of  cotton. 
Some  of  them  are  my  most  intimate  friends,  almost  blood  brothers.  I  have  not  as  yet 
had  one  of  those  men  say  to  me,  "I  wish  you  would  stay  out  of  a  certain  territory, 
because  I  buy  up  there. "  I  would  think  he  was  crazy.  I  would  do  that  against 
my  very  best  friends.  So  that  the  producer  gets,  all  the  time,  it  may  not  be  the  in- 
trinsic value,  when  we  consider  the  relation  of  cotton  to  other  commodities,  but  as  far 
as  price  is  concerned,  the  producer  gets  every  dime  that  he  could  expect  to  get  from 
the  dealer,  on  account  of  this  fierce  competition.  But  if  you  limited  them,  I  know  I 
would  handle  a  limited  amount  of  cotton.  Instead  of  carrying  stock,  as  I  have  been 
doing,  of  ten  or  fifteen  thousand  bales,  1  would  narrow  it  down  to  a  thousand  bales. 

Senator  Ransdell.  With  what  effect  on  the  producer? 

Mr.  Evans.  Then  I  would  buy  the  cotton  at  from  $5  to  $10  a  bale  cheaper,  relatively. 

Senator  Ransdell.  And  the  producer  would  lose  that  $5  to  $10  a  bale? 

Mr.  Evans.  Without  a  doubt.  In  other  words,  while  there  may  be  abuses  of  the 
system,  as  far  as  this  economic  function  is  concerned,  it  is  undoubtedly  sound. 

I  want  to  add  just  this  concrete  illustration,  if  I  may,  and  then  I  will  answer  any 
questions. 

Following  this  Cannes  convention,  all  the  world  believed  before  the  1st  of  January 
we  would  begin  to  return  to  something  near  normal  conditions.  Following  the  break 
up  of  the  Cannes  convention,  we  changed  our  minds.  Everything  went  down. 
Cotton  was  particularly  affected,  because  cotton  is  the  political  barometer  of  the  world. 
I  can  sit  at  my  desk,  and  when  there  is  a  strike  in  England  or  a  lockout  in  German}',  or 
some  kind  of  labor  difficulty  in  Italy,  I  know  it,  because  the  commercial  welfare  of  all 
the  countries  of  Europe  is  so  much  bound  up  in  their  cotton  goods  business.  Well, 
anyhow,  the  market  began  going  down.  It  went  down  quite  a  little.  It  found  the 
lowest  level  that  we  have  had  since  about  August,  with  the  result  that  these  commission 
merchants  had  some  cotton  that  they  had  to  sell,  or  the  shipper  instructed  them  to 
sell.  I  bought  some  three  thousand  bales  in  the  course  of  two  or  three  days  about 
that  time.     I  bought  that  on  a  margin,  which  at  no  time  would  net  me  over  80  cents  a 
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bale.  I  rather  doubt  if  it  nets  that,  because  simultaneously  when  I  stood  in  that 
factor's  office — I  went  from  his  sample  room  to  his  office  and  onto  my  office  and  phoned 
the  exchange  and  said  in  one  case,  "Sell  three  Marches  in  New  York  at  a  certain 
price."  I  told  him — I  said,  "I  will  buy  your  cotton  if  I  get  that  price."  I  sat  there 
six  minutes,  not  longer,  and  closed  the  trade  and  walked  out.  That  simply  illustrates 
how  these  transactions  can  be  made  if  we  have  a  liquid  market  and  an  elastic  contract 
which  functions  under  that  condition. 

Now,  you  were  going  to  ask  me  a  question. 

Senator  Ransdell.  I  was  going  to  ask  you  in  a  general  way  what  in  your  judgment 
would  be  the  effect  of  the  passage  of  either  this  Caraway  bill  or  either  one  of  the  Dial 
bills  on  the  cotton  producers,  understand. 

Mr.  Evans.  I  am  afraid  that  the  result  of  the  passage  of  this  Dial  bill  would  be  that 
the  exhanges  would  cease  to  function  except  in  a  nominal  way.  The  liquidity  or 
flexibility  of  their  market  would  be  absolutely  destroyed,  with  the  result  that  they 
would  hardly  amount  to  anything.  It  would  be  just  the  same  thing  as  closing  them 
up  for  that  matter,  in  which  case  the  producers  of  cotton  would  be  bound  to  receive 
many  dollars  a  bale  less  for  their  commoditv.  It  is  impossible  to  express  that.  I  can 
not  say  $10  a  bale  or  $15,  but  I  know  that  he  would  receive  much  less. 

Senator  Ransdell.  You  believe,  then,  Mr.  Evans,  that  the  speculation  being  per- 
mitted through  the  exchange,  together  with  the  perfectly  legitimate  insurance  features 
of  the  exchange,  really  give  better  prices  to  the  producers  of  cotton? 

Mr.  Evans.  Oh,  there  is  no  question  about  that. 

Senator  Ransdell.  Enhancing  the  value  instead  of  depreciating  the  value? 

Mr.  Evans.  It  seems  to  me  to  be  the  most  evident  proposition  in  the  world. 

Senator  Ransdell.  Do  you  know  of  any  well-defined  opinion  in  the  State  of  Texas 
or  anywhere  that  you  are  acquainted  with  in  favor  of  these  proposed  bills? 

Mr.  Evans.  I  will  have  to  go  back  a  little  bit,  gentlemen.  Ours  is  essentially  an 
agricultural  State.  That  is  about  all  we  have.  We  have  very  few  big  cities,  and  we 
have  got  this  enormous  empire  which  is  entirely  devoted  to  agriculture.  Conse- 
quently the  political  aspect  of  the  State  is  that  of  the  men  who  till  the  soil.  Every- 
thing is  shaped  on  that. 

Prior  to  1914  there  was  a  well-defined  hostility  to  all  sorts  of  future  exchanges  in  the 
State.  The  war  disclosed  in  1914  that  you  might  be  living  in  one  county  and  some 
fellow  would  pay  you  6  cents  a  pound  for  your  cotton,  which  of  course  is  a  poverty 
basis,  and  across  the  line,  not  more  than  50  miles  away  some  fellow  would  be  paying 
5  cents.     There  was  no  market. 

Senator  Ransdell.  You  mean  after  the  cotton  exchanges  were  closed? 

Mr.  Evans.  They  were  closed  in  1914,  at  the  beginning  of  the  war.  For  three  or 
four  months  they  were  closed  up.  The  result  was  that  before  they  opened  the  most 
prominent  leaders  in  the  farmers'  unions  and  organizations  of  similar  character  came . 
to  Houston  to  see  us  and  said,  "Won't  you  use  your  influence  to  have  those  exchanges 
opened?"  We  told  them  of  the  difficulties  under  which  we  were  working.  "Well," 
they  said,  "they  ought  to  open  them  all  up  for  us."  One  man  used  that  expression. 
So  that  from  that  day  to  this,  so  far  as  I  know,  those  men  who  were  leaders  in  the 
various  agricultural  organizations  are  all  heartily  in  favor  of  future  exchanges. 

Senator  Ransdell.  Just  as  a  matter  of  history,  state  to  us  very  briefly  what  hap- 
pened to  cotton  when  the  exchanges  were  closed,  the  New  Orleans,  New  York,  and 
Liverpool  cotton  exchanges,  in  1914. 

Mr.  Evans.  Well,  I  think  cotton  had  begun  to  sag  on  the  end  of  the  war,  naturally, 
as  every  other  commodity  seemed  to.  It  was  selling  at  something  like  12^  to  13 
cents,  and  prior  to  the  closing  of  the  exchanges  had  gotten  to  about  11  cents.  They 
closed  on  July  31  or  August  1,  anl  for  a  week  nDboiy  did  anytaing.  Tnen  tiiey  began 
to  buy  a  little  cotton  at  6  cents. 

Senator  Ransdell.  Six  cents? 

Mr.  Evans.  Or  perhaps  7.  The  first  cotton,  I  suppose,  was  bought  at  7,  but  it 
immediately  went  down  to  6  and  hung  around  there  for  some  time,  and  there  was  no 
well-defmed  upward  trend  until  the  exchanges  opened  again. 

Senator  Ransdell.   When? 

Mr.  Evans.  My  dates  are  merely  approximate. 

Senator  Ransdell.   About  when? 

Mr.  Evans.  I  will  say  they  opened  in  December.  Cotton  began  declining  because 
there  were  millions  of  bales  strewn  all  over  the  South  at  that  time — the  biggest  crop 
we  ever  raised.  To  our  astonishent  our  cotton  walked  right  up  and  sold  for  10  cents, 
say,  by  April  or  March. 

Senator  Ransdell.  After  the  exchange  was  opened  and  people  began  to  trade? 

Mr.  Evans.  Began  to  trade.  They  had  a  feeling  that  cotton  was  cheap,  and  they 
could  buy  it  and  put  futures  against  it  anl  bring  it  in  and  put  it  in  the  even  grades 
and  staples,  and  make  money  out  of  it. 


AMEND  SECTION  5  OF   COTTON  FUTURES   ACT.  49 

Senator  Ransdell.  Have  the  farmers  changed  their  attitude  of  having  these 
exchanges  opened?  Do  they  still  want  the  exchanges  to  do  business,  so  far  as  you 
know? 

Mr.  Evans.  So  far  as  I  know;  and  I  may  say  this,  that  I  happen  to  be,  by  reason  of 
a  personal  relationship,  rather  closely  in  touch  with  some  of  the  head  men  of  the 
cooperative  movement,  which  is  a  movement  to  market  their  own  cotton.  They  are 
all  heartily  in  favor  of  keeping  the  exchanges  open.  They  would  not  consider  anything 
else. 

Senator  Ransdell.  In  other  words,  they  are  opposed  to  this  legislation? 

Mr.  Evans.  Oh,  absolutely,  absolutely.  They  don't  want  it.  They  don't  want 
that  contract  changed  in  any  way,  so  far  as  I  know. 

Senator  Ransdell.  Then  you  assume  that  the  Smith-Lever  law,  passed  by  Congress 
some  years  ago,  after  very  considerable  agitation  and  discussion,  has,  so  far  as  you 
know,  functioned  very  satisfactorily  to  all  concerned? 

Mr.  Evans.  Very  satisfactorily  to  the  cotton  producer,  the  merchant,  and  every- 
body who  is  concerned  in  a  business  way.  Of  course,  gentlemen,  I  know  very  little 
of  legislation,  but  I  must  say  that  as  far  as  I  know  about  those  things,  commercially 
speaking,  the  Smith -Lever  law  is  one  of  the  most  constructive  measures  ever  put  on 
the  statute  books.  That  is  our  attitude.  Now,  of  course,  I  am  speaking  to  you  from 
the  standpoint  of  a  cotton  merchant,  but  that  is  the  general  opinion  among  all  those 
concerned  in  cotton. 

Senator  Ransdell.  I  suppose  you  would  agree  with  Mr.  West  that  if  there  be  any 
changes  at  all  in  it  they  should  be  toward  a  little  bit  more  flexibility  rather  than  to 
narrow  it? 

Mr.  Evans.  I  don't  know  whether  I  am  warranted  in  quoting  Mr.  Meador,  who  is 
really  the  official  cotton  representative ;  that  is  to  say,  what  business  we  have  is  done 
through  Mr.  Meador,  a  very  fine  gentleman;  but  he  and  I  talked  it  over  before  we  came 
up  here  this  morning.  I  said  to  this  gentleman  there,  if  there  was  any  change  I  would 
say  to  add  two  or  three  grades. 

Senator  Ransdell.  You  mean  to  add  two  or  three  grades  instead  of  taking  some  off? 

Mr.  Evans.  Making  it  a  little  bit  more  elastic.  He  said,  "I  don't  know.  I  don't 
quite  agree  with  you."  I  said,  "What  do  you  think?"  He  said,  "Two  grades."  I 
had  said  three. 

Senator  Ransdell.  He  would  add  two? 

Mr.  Evans.  He  would  add  two  and  I  would  add  three. 

Senator  Ransdell.  But  you  are  satisfied  as  it  is? 

Mr.  Evans.  Oh,  yes;  well  satisfied.  If  I  should  suggest  anything  I  would  say  put 
in  middling  spotted.  That  is  a  commercial  grade.  But  certainly  any  narrowing 
would  defeat  the  purpose.  In  fact  you  might  just  as  well  tell  us  to  go  out  of  business 
as  to  ask  us  to  put  it  on  the  restricted  basis  as  proposed  in  the  Dial  bill. 

Senator  Ransdell.  I  understand  you  live  in  a  city  where  there  is  no  future  ex- 
change? 

Mr.  Evans.  I  have  no  financial  interest  whatever  in  any  future  exchanges.  I  am 
a  member  of  one  or  two.  I  am  a  member  of  Liverpool.  I  am  not  permitted  to  be  a 
full  member.  The  English  do  not  accord  us  that  privilege.  I  am  merely  an  associate 
member.  But  I  am  a  member  of  New  Orleans  for  this  reason,  that  the  commission  on 
future  contracts  is  $25  a  bale.  If  you  are  a  member  it  is  only  $12.50.  It  saves  me  a 
lot  of  money.     I  have  no  futures  relationship  of  any  kind  that  involves  money. 

Senator  Smith.  How  much  a  bale  did  you  say? 

Mr.  Evans.  Per  contract. 

Senator  Smith.  You  said  $25  per  bale. 

Mr.  Evans.  I  should  have  said  per  contract.     I  thank  you  for  correcting  me. 

Senator  Smith.  You  mentioned  adding  a  grade  or  two  grades.  You  would  take  that 
from 

Mr.  Evans.  I  would  take  it  from  the  spots.  Of  course  I  only  speak  of  Texas.  I  do 
not  do  business  east  of  the  river.  Their  problems,  in  some  respects,  are  very  different 
from  ours.  But  in  Texas  we  produce  every  year,  first,  by  reason  of  rainy  conditions, 
but  more  particularly  on  account  of  the  ravages  of  the  boll  weevil,  many  thousands  of 
bales  of  what  we  call  spotted  cotton.  We  use  it  every  day.  I  sell  that  cotton,  nor 
daily,  but  many,  many  times. 

Senator  Smith.  I  suppose  that  is  on  account  of  the  effect  the  boll  weevil  has  on  the 
boll;  some  of  the  divisions  of  the  cotton  stick  to  the  boll  or  the  ends  of  it? 

Mr.  Evans.  Yes.  If  the  cotton  boll  is  damaged  by  the  weevil  or  you  get  a  hard 
rain  it  will  discolor  it  slightly;  not  enough  to  affect  it  seriously.  We  sell  it  as  spotted 
cotton.     That  is  our  common  description  of  it — spotted  cotton. 

Senator  Smith.  The  fact  that  it  is  spotted  does  not  detract  from  its  real  value? 
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Mr.  Evans.  Oh,  no. 

Senator  Smith.  The  test  I  made  of  the  tensile  strength  of  the  different  classes  of 
cotton  would  indicate  that? 

Mr.  Evans.  It  is  not  affected,  so  long  as  it  comes  under  the  description  of  spotted. 

Gentlemen,  this  is  one  thing  I  want  to  say,  and  I  certainly  am  not  inclined  to  go 
on  with  this  thing  at  any  great  length,  because  it  has  been  so  thoroughly  developed 
before  I  came  over  here. 

If  Senator  Dial  would  pass  his  measure,  and  you  would  go  him  a  little  better  by 
restricting  it  to  fewer  grades  than  he  has  asked  for — give  him  everything  he  possibly 
wants,  and  say,  ''We  are  going  to  give  you  a  little  better  than  you  ask  for.  We  will 
limit  it  to  one  grade  and  leave  it  to  you  to  name  the  grade ' ' — there  would  not  be  a 
spinner  in  North  Carolina,  South  Carolina,  or  the  New  England  States  that  would 
buy  a  hundred  bales  of  that  cotton,  with  the  risk  of  taking  it  up,  for  this  reason:  The 
essential  thing  of  all  contracts  is  staple.  At  least  more  than  grades.  You  don't  buy 
just  staple.  You  buy  seven-eighths  or  one-sixteenth  inch.  That  is  one  of  the  dis- 
tinctions that  nobody  but  practical  cotton  men  know.  No  mill  would  want  to  buy  a 
hundred  bales  of  cotton  to  be  shipped  regardless  of  staple.  If  I  went  to  any  mill  man 
and  said,  ''I  want  to  sell  you  a  hundred  bales  of  cotton,"  he  would  say,  "'What 
staple?"  I  would  say,  ''Xo  staple."  He  would  say,  "Man,  you  have  lost  your 
mind." 

So  if  he  had  everything  he  asked  for  and  better,  nobody  would  be  able  to  function. 

Gentlemen,  I  don't  want  to  bore  you,  and  I  know  you  have  had  a  long  day  here. 

Senator  Smith.  What  is  your  idea  as  to  the  effect  on  the  market  of  limiting  the  sale 
of  contracts  to  either  the  ownership  of  the  actual  cotton  or  ownership  of  the  contract? 

Mr.  Evans.  The  ownership  of  the  contract,  to  sell  or  buy? 

Senator  Smith.  What  is  your  idea  of  the  effect?  In  other  words,  ought  any  man  to 
be  permitted  to  sell  a  contract  for  future  delivery  of  cotton  who  either  has  not  the 
actual  cotton  to  be  delivered  against  the  contract,  or  a  contract  with  some  one  who 
does  own  it  to  deliver  against? 

Mr.  Evans.  That  would  be  a  polite  way  of  administering  an  anesthetic  to  the 
futures  exchange.  That  is  one  way  of  putting  them  out  of  business  without  being  so 
rude  as  to  say,  "You  are  not  necessary,"  because  liquidity  and  flexibility  of  that 
future  contract  is  a  thing  that  is  absolutely  necessary  to  the  trade. 

Senator  Dial  yesterday  morning,  as  you  gentlemen  are  undoubtedly  familiar  with, 
got  up  before  the  House  committee  and  said  that  year  before  last  we  raised  12,500,000 
bales  of  cotton  and  there  were  traded  in,  in  New  York  and  other  future  markets, 
104,000,000  bales.  That  looked,  on  its  face,  as  though  there  were  speculation  going 
on,  and  there  always  has  been  and  always  will  be,  but  if  there  is  not  it  will  be  worse 
for  the  cotton  business. 

But  you  take  into  consideration  that  hundred  bales  which  starts  from  a  man  in  the 
interior,  which  I  buy,  I  may  in  turn  sell  to  a  man  in  Houston,  who  is  buying,  we  will 
say,  a  thousand  bales  of  strict  middling  for  March  shipment.  He  buys  in  January,  is 
not  ready  to  ship,  fixes  his  price  for  March,  but  he  buys  from  me  because  the  cotton  is 
available  and  the  price  is  right  at  that  time.  I  have  already  sold  my  future.  I  buy 
it  in  and  he  sells  his.  We  do  that  simultaneously,  so  as  not  to  affect  either  one  of  us. 
It  is  done  all  the  time  in  the  cotton  trade.  In  the  meantime  there  may  be  a  spinner 
in  the  Carolinas  who  expects  to  buy  this  cotton  from  this  fellow  in  Houston,  Tex.  He 
thinks  it  is  going  to  be  a  little  more  valuable  later  on.  He  has  bought  a  thousand  bales 
for  July.  He  begins  to  gather  that  in  by  buying  a  hundred  of  futures  or  spots.  It  may 
be  tins  way:  I  carry  a  stock  on  hand  from  August  to  August,  which  is  my  fiscal  year. 
What  do  I  do?  I  sell  futures,  we  will  say,  at  the  beginning  of  the  crop  season — I  will 
sell  100  bales  of  December,  then  transfer  them  to  March,  then  later  on  if  I  have  still 
got  that  cotton,  they  go  into  July.  So  quite  often  I  use  future  contracts  three  times 
for  the  hundred  bales.  So  that  while  those  f  gures  appear  enormous,  in  that  it  seems 
that  perhaps  there  are  many,  many  millions  dealt  in,  in  a  speculative  way,  there  are 
many  actual  futures  involved  there  that  are  entirely  legitimate.  There  might  be 
25,000,000,  or  it  may  be  40,000,000 

Senator  Ransdell.  The  mill  which  buys  your  hundred  bales  will  also  handle  it 
three  or  four  times  in  the  future  market? 

Mr.  Evans.  Quite  possibly. 

This  fellow  sells  his  goods  in  January  for  July.  He  may  buy  Mays  and  switch  them 
over  to  July.  Here  is  what  is  undoubtedly  the  fact,  gentlemen:  Whether  speculation 
to  the  individual  is  a  good  thing  or  not,  I  am  not  prepared  to  say,  because  that  is  not 
at  issue  before  this  committee,  as  I  understand  it,  but  this  is  the  actual  truth,  that  in 
the  main  all  that  buying  and  selling — frantic  buying  and  selling — is  merely  the  expres- 
sion of  the  law  of  supply  and  demand  as  they  see  it.  If  they  sell  it,  they  think  it  is 
going  down,  and  they  have  too  much  of  it  under  existing  conditions.  If  they  buy  it, 
they  think  the  reverse. 
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Senator  Smith.  Of  course  we  know  that  there  are  two  classes  of  people  who  deal  in 
future  contracts.  One  is  when  you  sell  your  hedge  to  protect  the  actual  possession  of 
spot  cotton.  In  that  case  you  actually  have  in  your  possession  the  spot  cotton  which 
you  could  deliver  if  you  wished  against  the  future  contract.  The  other  is  the  fellow 
who  buvs  or  sells  future  contracts  without  anv  idea  of  ever  receiving  or  delivering 
any  cotton  to  the  spinner,  who  merelv  sells  it  if  it  goes  up  or  down,  and  takes  his  profit 
or  pockets  his  loss.  Now,  what  would  be  the  effect  upon  legitimate  trading  in  cotton 
under  the  Smith-Lever  bill  for  the  transaction  of  the  cotton  business  to  accommodate 
the  mills  or  accommodate  those  who  handle  it  in  the  matter  of  hedging  for  future 
delivery,  if  there  was  eliminated  from  that  by  law — and  it  could  be  accomplished  bv 
law — the  sale  of  contracts  by  an  individual  or  individuals  who  did  not  own  or  did 
not  contemplate  owning  a  bale,  and  bought  them  purely  for  speculative  purposes? 

Mr.  Evans.  It  would  narrow  the  market  very  much.  I  am  quite  certain  you 
know  enough  about  future  exchanges  to  know  that  there  are  thousands  of  bales  traded 
in  each  day.  Now,  suppose  we  take  just  the  case  you  suggested.  I  have  100 
bales  of  futures  sold,  and  I  get  an  order,  we  will  say,  for  that  100  bales  and  I  want  to 
buy  a  contract.  I  wire  a  broker  in  New  Orleans  to  buv  my  contract.  Instead  of 
there  being  30  men  around  there  with  orders  to  buy  or  sell  either  a  little  under  or  above, 
he  has  got  to  go  out  and  hunt  a  seller.  He  may  have  to  wire  to  the  Carolines  to 
get  it.  That  seller,  knowing  that  I  am  obliged  to  purchase,  if  he  is  a  good  business 
man,  will  say  he  will  take  the  contract  at  a  certain  price.  I  will  say  I  must  have  a 
few  points  more.  The  result  is  I  won't  have  any  hedge  at  all  which  I  can  figure  on 
handling.  That  is  what  we  have  to  have.  In  other  words,  it  would  deprive  the  mar- 
ket of  this  flexibility  which  is  so  essential. 

Senator  Smith.  In  other  words,  you  look  upon  the  purely  speculative  element  as 
being  an  industrial  element  in  your  hedging  yourself  as  against  purchase  or  sale? 

Mr.  Evans.  I  can  give  you  this  concrete  illustration,  Senator. 

Last  August  everybody  knew  there  were  9,000,000  bales  of  cotton  in  the  United 
States.  There  were  thousands  and  thousands  and  thousands  of  people  who  had  no 
connection  with  cotton  at  all  that  bought  cotton.  In  my  own  experience  I  had 
doctors,  lawyers,  and  people  all  kinds,  friends  of  mine,  ask  me  about  cotton  that 
had  never  said  anything  to  me  about  it  before.  Several  fellows  there  said  they  would 
like  to  buy  some  futures.  There  were  thousands  of  people  of  that  kind  all  over  the 
country.  Now,  what  happened?  Now,  you  can  talk  about  the  farmer,  but  he  is 
more  canny  than  you  give  him  credit  for.  The  cotton  farmers  sold  on  deflation  in 
Texas  a  year  ago  last  August.  Cotton  had  sold  for  40  cents  the  year  before.  Around 
the  1st  of  August  it  was  selling  for  about  37  cents.  They  kept  selling  down  to  25. 
They  sold  thousands  of  bales.  There  were  plenty  of  people  to  buy  it  at  that  time. 
Our  country  was  prosperous.  But  they  sold  steadily,  believing  that  it  was  going 
down,  and  they  were  going  to  get  rid  of  theirs.  In  this  case  what  happened?  I 
bought  from  those  fellows.  I  wired  a  little  fellow  there  200  miles  from  Houston, 
Tex.,  whom  I  have  Inown  for  years,  who  was  in  the  habit  of  taking  10  or  20  bales, 
when  even  the  market  price  was  21  cents.  I  sent  him  the  limit  and  he  bought  398 
bales,  a  man  who  was  in  the  habit  of  buying  10  and  20.  In  the  aggregate  that  was 
enormous.  Every  merchant  in  Houston,  Dallas,  or  Galveston  and  all  over  the  belt, 
for  that  matter,  was  buying  cotton.  What  were  they  doing  with  that  cotton?  They 
didn't  have  an  outlet  for  it.  You  could  sell  some  cotton,  but  not  comparative  to  that 
enormous  amount  of  business.  They  were  selling  futures.  I  was  selling  futures  at  21 
and  22  cents  every  day  of  my  life.  But  who  was  buying  it?  The  speculators.  That 
is  all.  They  bought  some  down  around  15  cents.  It  was  the  speculator  buying  that 
stuff  which  enabled  us  to  get  what  we  call  a  good  hedge,  which  enabled  us  to  pay  this 
price.    So  that  you  see  under  any  conditions  they  certainly  serve  an  economic  function. 

Senator  Ransdell.  In  substance,  they  were"  a  medium  of  insurance'? 

Mr.  Evans.  Those  buyers  took  the  hedge. 

Senator  Ransdell.  They  were  insurers? 

Mr.  Evans.  They  certainly  were,  to  their  own  sorrow,  too. 

Senator  Ransdell.  I  guess  so.  They  truly  constituted  to  the  cotton  trade  the 
same  kind  of  wonderful  insurance  business  which  Lloyds  have  worked  up  for  all 
sorts  of  insurance  in  England? 

Mr.  Evans.  Yes,  sir.  That  is  analogous  to  it.  There  is  a  difference  between  the 
two,  of  course,  but  it  is  absolutely  essential  in  the  conduct  oi  our  business,  it  we  sure 
to  function  as  distributors  of  the  world's  crop  to  those  who  need  it.  on  a  reasonable 
margin.  I  believe  that  I  can  take  my  books  and  demonstrate  that  the  cotton  mer- 
chant, under  ordinary  conditions,  makes  no  more  than  a  legitimate  profit. 

Senator  Ransdell.  You  are  head  of  the  Cotton  Association  of  Texas,  and  that  is 
the  greatest  cotton  section,  almost,  of  the  United  States,  it'  not  the  greatest.  1  want 
to  ask  you  what  was  the  effect  of  nontrading  in  futures  in  many  agricultural  products. 
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such,  for  instance,  as  rice,  cattle,  hides,  and  things  of  that  kind,  out  in  your  own 
State?     How  did  they  hold  up  as  compared  with  cotton? 

Mr.  Evans.  I  can  give  you  a  better  illustration  than  that.  I  was  born  and  raised 
in  Kentucky,  and  I  have  always  retained  my  interest  in  mv  home  State.  Tobacco, 
at  the  close  of  last  fall,  was  selling  at  40  cents.  Last  fall  there  was  no  market,  and 
it  was  down  around  about  12  cents. 

Now.  as  to  hides,  we  all  know  of  the  fellow  that  took  several  hides  to  town  to  buy  a 
pair  of  shoes.  It  actually  happened  in  my  own  observation.  A  friend  of  mine  in 
the  hide  business  told  me  a  man  shipped  him  a  hide  from  way  out  in  western  Texas. 
The  value  of  the  hide  was  60  cents  and  the  express  was  58,  and  right  there  the  price 
got  down  to  2\  cents,  and  nobody  wanted  to  buy.  That  happened  in  some  degree 
to  every  commodity  which  did  not  have  some 

Senator  Ransdell.  There  were  no  exchanges  for  tobacco,  hides,  and  rice,  were 
there? 

Mr.  Evans.  No.  This  deflation,  as  applied  to  the  United  States,  began  with  wool. 
As  applied  to  Japan,  it  began  with  silk.  But  wool  went  down — I  don't  know  the 
exact  war  price — I  have  in  mind  60  cents.  It  went  down.  You  couldn't  give  it 
away.  They  stacked  it  up  in  enormous  quantities.  You  must  bear  in  mind  that 
cotton,  from  its  40-cent  level,  declined  not  in  a  day.  a  week,  or  a  month.  It  took  it 
from  August,  1920,  to  June,  1921,  to  accomplish  that  decline  of  30  cents,  while  silk, 
wool,  and  practically  all  textiles  went  down  about  75  per  cent  of  their  war  value. 

Cotton  did  exactly  the  same  thing,  but  instead  of  a  precipitous  decline,  which 
broke  almost  everybody  overnight,  it  took  almost  three-fourths  of  a  year.  That  was 
a  great  thing.  It  meant  a  great  thing  to  the  banks  in  our  country,  where  everything 
is  bound  up  in  the  cotton,  or  where  practically  all  loans  are  made  on  cotton.  I  sup- 
pose those  banks  were  loaning  on  a  basis  of  40  cents,  and  if  they  had  been  called  upon 
to  liquidate  their  cotton  loans  they  would  have  been  broke  overnight.  As  it  was, 
a  great  majority — my  own  bank — and  I  do  business  with  if  not  the  largest  bank  in 
Texas,  the  next  to  the  largest — the  First  National  Bank — and  they  are  thoroughly 
familiar  with  the  cotton  situation;  and  I  told  them  I  was  coming  up  here,  and  wen 
over  there  and  asked  them  something  about  some  of  the  features  of  this  legislation 
Their  Mr.  Scott  came  along  and  said,  "You  can  tell  them  this  much,  that  in  the  o  d 
days  we  looked  on  those  who  dealt  in  futures  with  suspicion,  but  now  we  look  with 
suspicion  on  those  who  do  not  use  futures.  " 

Senator  Ransdell.  Mr.  Chairman,  we  are  very  much  obliged  to  this  gentleman, 
and  that  is  all,  unless  you  want  to  ask  him  something  else. 

Senator  Keyes.    No. 

Senator  Ransdell.  I  have  one  or  two  more  witnesses  who  will  take  but  a  little 
time. 

STATEMENT  OF  MR.  BAYLIS  E.   HARRISS,   OF    HARRISS,   IRBY  & 
VOSE,  GALVESTON,  TEX. 

Senator  Ransdell.  State  your  name  and  your  business,  Mr.  Harries. 

Mr.  Harriss.  My  name  is  Bay  lis  E.  Harriss.  I  am  a  partner  in  the  firm  of  Harriss, 
Irby  &  Vose,  and  the  managing  partner  of  the  Texas  and  Oklahoma  business,  with 
headquarters  at  Galveston. 

Senator  Keyes.  Where  are  you  located? 

Mr.  Harriss.  At  Galveston. 

I  came  up  here  as  a  representative  of  the  Galveston  Cotton  Exchange,  the  Dallas 
Cotton  Exchange,  and  also,  as  Mr.  Evans,  a  representative  of  the  Texas  Cotton  Asso- 
ciation. Our  main  or  primary  business  is  that  of  cotton* merchants,  -buyers,  and  ex- 
porters. While  we  are  a  southern  firm,  our  head  office  is  at  New  York.  We  have 
selling  offices  in  Boston.  Montreal,  and  also  selling  offices  throughout  Europe,  and 
where  we  have  not  our  own  offices  in  European  markets,  we  have  close  working  con- 
nections.    We  have  buying  offices  in  Savannah,  New  Orleans,  and  Galveston. 

We  buy  on  an  average  through  the  three  southern  offices  from  250,000  to  350.000 
bales  a  year,  depending,  of  course,  on  conditions. 

In  coming  up  here  1  think  I  can  very  honestly  and  very  sincerely  say  that  I  have 
no  particular  ax  to  grind,  particularly  since  if  I  did  have  any  ax  to  grind,  I  would 
be  up  here  in  favor  of  Senator  Dial's  bill  or  Senator  Caraway's,  or  any  other  bill  to 
put  the  exchanges  out  of  business. 

Senator  Ransdell.  Why? 

Mr.  Harriss.  I  say  if  I  came  up  here  on  a  selfish  mission,  Senator. 

Senator  Ransdell.  Yes. 

Mr.  Harriss.  For  the  reason  that  while  I  do  not  want  to  dig  up  a  family  skeleton, 
I  can  very  honestly  and  very  frankly  say  that  the  first  real,  genuine  big  money  that 
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we  ever  made  out  of  the  cotton  business  was  when  the  cotton  exchanges  were  closed 
July  31,  1914,  and  remained  closed  for  several  months  thereafter.  We  found  at  that 
time,  so  far  as  the  smaller  concerns  were  concerned,  the  banks  just  simply  would  not 
finance  them.  In  fact,  I  might  say  that  the  big  firms  also  had  to  do  a  good  deal  of 
scratching  to  get  assistance  from  tne  banks.  The  result  was  that  you  really  could  not 
tell  within  2  or  3  cents  a  pound  of  the  value  of  cotton,  and  consequently,  simply  as 
a  matter  of  business,  we  were  thoroughly  justified  in  buying  cotton  as  cheaply  as  we 
could,  and  for  that  reason  we  were  justified  in  figuring  on  a  much  larger  profit  when 
the  echanges  were  closed — perhaps  $10  to  $15  per  bale,  while  theretofore  we  were 
glad  to  get  by  with  50  cent  or  75  cents  a  bale,  net  profit.  Of  course  at  that  time,  how- 
ever, we  did  not  have  the  present  Smith-Lever  bill,  which  is,  to  my  mind,  just  about 
as  near  perfection  as  possible,  and  to  all  intents  and  purposes  is  serving  all  practical 
purposes  as  well  as  any  bill  that  could  be  made  into  law. 

Prior  to  the  passage  of  the  Smith-Lever  Act  the  New  York  Cotton  Exchange  allowed 
all  grades  to  be  delivered.  Incidentally,  without  the  influence  or  authority  of  the 
Government  to  step  in  and  pass  upon  the  classification  of  cotton,  very  frequently 
there  was  a  good  deal  of  influence  brought  to  bear  upon  the  men  classing  cotton  for 
delivery  by  the  large  houses.  But  in  conducting  our  business  since  the  passage  of 
the  Smith-Lever  law,  we  find  that  we  can  conduct  it  on  a  much  more  satisfactory 
basis  than  we  ever  could  before. 

The  position  that  I  take  is  that  the  trade,  practically  as  a  whole,  is  not  only  thor- 
oughly satisfied  with  the  Smith  Lever  bill,  but  they  speak  of  it  in  highly  commendable 
terms. 

As  regards  the  Dial  bill,  or  even  the  Caraway  bill,  which  is  much  worse  than  Senator 
Dial's  bill,  I  think  it  would  simply  have  the  effect  of  the  exchanges  ceasing  to  func- 
tion, or,  in  other  words,  closing  them  up.  As  cotton  exporters,  if  the  exchanges  were 
closed  up,  or  if  we  have  not  these  facilities  for  clearing  our  business,  why,  simply  as  a 
matter  of  self-protection  (although  I  am  in  thorough  sympathy  with  the  farmer), 
simply  as  a  matter  of  self-protection  in  business,  we  have  got  to  buy  the  cotton 
cheaply,  and  with  a  much  larger  margin  of  profit. 

I  think,  furthermore,  if  these  exchanges  were  closed,  the  result  would  be  that  the 
banks  would  say  to  these  larger  firms,  "Now,  you  go  ahead  and  buy,"  but  would  say 
to  the  smaller  firms,  who,  incidentally,  create  most  of  the  competition,  and  have  a 
tendency  to  increase  prices — they  would  probably  say  to  the  smaller  firms,  "We 
don't  care  to  finance  you.  Unless  we  have  cotton,  future  markets  and  quotations, 
we  don't  care  to  finance  you." 

Senator  Ransdell.  That  means  the  smaller  firms  would  go  out  of  business? 

Mr.  Harriss.  They  would  go  out  of  business. 

Senator  Ransdell.  And  a  few  big  firms,  like  yourselves,  would  remain  in  the 
business? 

Mr.  Harriss.  We  could  control  the  business. 

Senator  Ransdell.  You  could  monopolize  it  if  you  wanted  to? 

Mr.  Harriss.  Yes,  sir. 

Senator  Ransdell.  Would  it  be  any  trouble  at  all  for  you  to  do  it? 

Mr.  Harriss.  Not  at  all.  Of  course  that  sounds  like  a  strange  statement  for  a 
man  to  make,  but  I  believe  I  have  got  a  little  bit  of  humanity  in  me,  and,  incidentally, 
I  have  been  mixed  up  in  the  farmer's  game  quite  a  little  in  the  last  few  years.  Myself 
and  my  brothers  took  a  notion  a  few  years  ago,  when  cotton  got  to  20  cents,  to  farm, 
and  we  invested  in  several  farms,  with  the  result  that  we  bought  a  large  plantation  in 
Louisiana,  up  near  Vidalia. 

Senator  Ransdell.  My  old  district. 

Mr.  Harriss.  We  bought  a  large  tract,  of  land  in  southwest  Texas,  and  we  bought 
several  large  farms  in  western  Oklahoma.  We  tried  cotton  and  wheat  and  corn  and 
cabbage  and  Bermuda  onions.  As  the  fellow  says,  we  tried  a  little  bit  of  everything. 
The  result  is  that  I  am  in  thorough  sympathy  with  the  farmer.  I  know  his  position. 
and  what  he  has  to  contend  with. 

I  don't  only  refer  to  the  cotton  farmer.  I  refer  to  the  producer  of  everything.  If 
what  has  happened  to  us  under  the  favorable  conditions  under  which  we  work,  you 
can  just  imagine  what  the  poor  devil  who  actually  raises  the  bulk  of  the  crops  has 
to  contend  with.  The  farmer  that  lives  down  the  lane  has  absolutely  no  advantages 
whatever  in  the  way  of  business  experience,  capital,  and  things  of  that  kind. 

Now,  I  don't  want  to  be  telling  tales  out  of  school,  but  when  I  left  home  I  was  nego- 
tiating with  the  Texas  Farm  Bureau  for  15,000  bales  of  cotton  which  consisted  of  all 
grades,  from  good  middling,  to  low  middling,  and  spotted  and  tinged  cotton.  Along 
in  the  fall  of  the  year  trade  conditions  were1  Aery  bad.  Of  course  in  the  fall,  after  the 
1st  of  January,  everybody  thought  they  were  going  to  get  better.  Instead  of  the 
great  improvement  coming  after  the  1st  of  January,  conditions  got  worse.     I  have 
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been  in  the  cotton  business  for  23  years.  I  believe  that  I  can  very  truthfully  state 
that  the  demand  for  cotton  during  the  last  six  weeks  has  been  really  about  the  poor- 
est that  I  have  ever  seen. 

The  point  I  make  is  this.  This  farm  bureau,  which  is  one  of  the  cooperative 
bureaus  in  Texas,  takes  the  farmer's  cotton  in,  and  sells  it  from  time  to  time  in  blocks, 
or  round  lots.  They  are  the  direct  representatives  of  the  farmers.  And  the  point 
which  I  wish  to  emphasize  is  this.  If  we  could  not,  in  buying  that  cotton,  cover,  or 
protect,  ourselves  by  hedging  with  futures,  instead  of  being  interested  in  that  cotton 
at  16i  cents  a  pound,  I  might  be  tempted  to  buy  it  at  maybe  10  cents  a  pound,  if  I 
bought  it  at  all,  whereas,  if  I  am  able,  on  the  other  hand,  to  hedge  by  selling  futures, 
I  would  just  simply  take  that  cotton  and  put  it  in  store  and  sell  it  as  the  demand 
comes  along. 

Senator  Raxsdell.  Taking  a  small  commission  on  it? 

Mr.  Harriss.  Yes,  sir:  a  reasonable  commission. 

Senator  Raxsdell.  You  spoke  of  being  a  landowner  in  three  States — Oklahoma, 
Louisiana,  and  Texas — I  assume,  therefore,  that  you  are  fairly  familiar  with  con- 
ditions in  those  three  States,  and  are  acquainted  with  a  great' many  people  in  the 
three  States.  Do  you  know  of  any  well-defined  sentiment  of  the  people  in  those 
States  in  favor  of  this  proposed  legislation? 

Mr.  Harriss.  I  know  of  none  whatever,  Senator,  and  I  believe  that  I  could  go  fur- 
ther and  say  this,  that  if  the  matter  was  called  to  the  attention  of  some  of  these  farming 
organizations,  for  instance,  the  Texas  Farm  Bureau,  I  believe  they  will  unquestion- 
ably oppose  any  change.  I  think  they  are  thoroughly  satisfied  with  the  law  as  it  now 
stands. 

Senator  Raxsdell.  You  know  of  no  sentiment,  then,  at  all,  in  favor  of  this  legis- 
lation? 

Mr.  Harriss.  Xo,  sir. 

Senator  Raxsdell.  You  know  of  a  good  deal  of  opposition  to  it.  I  take  it? 

Mr.  Harriss.  Yes,  sir. 

Senator  Raxsdell.  And  you  are  here  to  voice  that  sentiment? 

Mr.  Harriss.  Yes,  sir. 

Senator  Raxsdell.  Do  you  gentlemen  wish  to  ask  any  questions? 

Senator  Keyes.  Xo. 

Senator  Raxsdell.  Is  there  anything  else,  Mr.  Harriss0 

Mr.  Harriss.  Xo.  I  think,  Senator^  there  are  a  good  many  other  points  that  have 
already  been  covered  by  Mr.  Evans. 

STATEMENT  OF  MR.  J.  Y.  SANDERS,  FORMER  GOVERNOR  OF  THE 
STATE  OF  LOUISIANA. 

Senator  Raxsdell.  Gov.  Sanders,  are  you  practicing  law  in  Xew  Orleans'? 

Mr.  Saxders.  I  am. 

Senator  Raxsdell.  Among  your  other  duties,  do  you  represent,  in  fact,  the  Xew 
Orleans  Cotton  Exchange? 

Mr.  Saxders.  I  do. 

Senator  Raxsdell.  Are  you  familiar  with  agriculture  in  Louisiana,  generally? 

Mr.  Saxders.  Yes. 

Senator  Raxsdell.  You  are  very  familiar  with  everything  of  that  kind  in  that 
State? 

Mr.  Saxders.  Yes. 

Senator  Raxsdell.  Governor,  if  you  could  make  just  a  brief  statement  about  your 
judgment  in  regard  to  the  proposed  legislation,  I  wish  you  would  do  so.  sir,  in  your 
own  way. 

Mr.  Saxders.  Well,  as  you  know,  Senator,  this  question  of  abolition  or  regulation 
of  the  cotton  exchanges  was  at  one  time  a  very  live  issue  in  our  State.  We  have  had 
the  question  before  our  legislature  time  and  again.  At  one  time  during  my  adminis- 
tration as  governor  of  Louisiana,  the  farmers  of  the  State  were  hostile  to  the  cotton 
exchanges,"  both  Xew  Orleans  and  New  York.  There  were,  of  course,  a  great  many 
abuses,°and  up  until  the  past  few  years,  up  until  the  passage  of  the  Smith- Lever  Act 
there  was  a  great  deal  of  hostility  among  the  farming  element  toward  the  exchanges. 
That  animosity  or  hostility  has  been  dissipated  in  recent  years.  For  instance,  at  the 
last  session  of  our  legislature,  which  adjourned  two  or  three  months  ago,  there  was  a 
proposition  before  that  body  to  tax  future  contracts  to  such  an  extent  that  it  would 
have  driven  the  Xew  Orleans  Cotton  Exchange  out  of  business.  Many  men  came 
down  to  the  legislature  and  opposed  the  proposed  tax  on  future  contracts.  Then  there 
was  opposition  from  the  farmers  through  their  union  representatives. 
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As  far  as  I  can  gather  the  attitude  of  our  State  is  not  hostile  at  all  to-day  to  the 
operation  of  the  exchanges,  under  existing  laws.  Our  people  seem  very  well  satisfied. 
We  don't  raise  much  cotton  now,  but  the  people  that  do  raise  cotton,  and  the  banks 
that  do  business  with  those  who  raise  and  trade  in  cotton,  would  be  at  a  tremendous 
disadvantage  if  there  were  any  national  legislation  that  would  prevent  the  functioning 
of  the  exchanges  as  they  now  operate. 

Senator  Ransdell.  Is  that  the  general  sentiment  in  Louisiana? 

Mr.  Sanders.  That  is  the  general  sentiment.  Our  banks,  for  instance,  carry  a 
great  deal  of  cotton  trade.  They  could  not  carry  that  at  all,  would  not  carry  it,  if 
the  hedging  or  insurance  features  were  eliminated. 

Senator  Ransdell.  Do  you  know  of  any  sentiment  at  all  in  Louisiana  or  Mississippi 
and  you  are  familiar  with  both  States;  Mississippi  does  so  much  business  in  New 
Orleans — in  favor  of  these  bills? 

Mr.  Sanders.  Not  at  all.  The  sentiment,  if  there  is  any,  in  favor  of  this  kind  of 
legislation,  comes,  in  my  opinion,  from  people  who  are  not  informed  as  to  the  con- 
ditions. There  is  always  some  sentiment  against  any  kind  of  financial  institutions 
among  misinformed  people.  Now,  I  don't  mean  by  that  statement  to  say  that  people 
who  entertain  that  view  are  ignorant,  but  I  do  mean  that  they  are  not  informed. 
If  they  were  informed  and  knew  the  truth  concerning  the  economic  operations  of  the 
trade,  they  could  not  and  would  not  be  in  favor  of  legislation  to  restrict  buying. 
There  is  no  man  informed  who  would  be  in  favor  of  restricting  the  bidders  for  his 
product,  to  say  that  I  shalll  not  go  in  and  buy  a  bale  of  cotton  on  the  exchange,  simply 
because  I  have  not  the  actual  cotton  or  have  not  the  actual  contract  from  the  man  who 
raises  the  cotton.  It  would  prevent  the  man  who  raises  the  cotton  from  having  me 
as  a  potential  customer.  It  would  be  just  as  intelligent  to  advocate  that  no  man 
should  wear  cotton  goods  unless  they  were  brown-eyed;  if  they  had  blue  eyes  or 
black  eyes,  they  would  not  be  permitted  to  wear  cotton  goods. 

We  hear  a  great  deal  about  the  man  who  sells  a  contract  on  the  market.  There  i& 
just  as  much  buying  as  there  is  selling.  Why  not  talk  about  the  buyers?  You  can 
not  sell  a  contract  unless  there  is  a  buyer  for  it.  When  you  speak  of  millions  and 
millions  of  bales  of  cotton  being  sold,  it  seems  to  me  you  must  also  speak  of  millions 
of  bales  being  bought,  because  there  must  be  a  buyer  for  every  seller. 

Senator  Ransdell.  The  idea  being  that  they  are  used  as  mediums  of  insurance,  as 
testified  to  by  all  these  witnesses? 

Mr.  Sanders.  You  can  tell  a  contract  in  the  same  market  ten  times  and  it  is  often 
done,  and  every  transaction  will  be  absolutely  legitimate,  and  every  transaction  be 
an  insurance  and  a  hedge,  and  yet  some  say  that  you  have  sold  a  thousand  bales 
when  there  was  only  a  hundred  bales  of  actual  cotton. 

And  there  was  another  statement  that  Mr.  Dial  made  yesterday,  that  there  were 
a  hundred-odd  million  bales  sold  last  year,  when  there  were  only  a  couple  hundred 
thousand  bales  tendered.  The  reason  there  were  a  couple  hundred  thousand  bales 
tendered  is  because  the  Smith-Lever  bill  is  the  product  of  finite  minds.  I  give  all 
credit  possible  to  Mr.  Smith  and  Mr.  Lever,  yet  both  of  whom  are  human  beings, 
and  being  human  beings,  it  is  impossible  for  the  Smith-Lever  bill  to  be  perfect,  any 
more  than  it  is  possible  for  any  legislation  to  be  perfect.  If  it  were  a  perfect  law  there 
would  probably  not  be  one  bale  of  cotton  delivered  on  future  contracts.  The  fact 
that  there  are  very  few  bales  delivered  on  it  shows  that  it  is  very  nearly  a  perfect 
contract.  The  most  perfect  form  of  insurance  in  the  world,  Senator,  of  fire  insurance, 
would  be  that  the  company  would  guarantee  me  for  so  much  per  annum  that  my  house 
would  not  burn.  That  is  the  most  perfect  form  of  insurance.  But  they  can  not  do 
it,  so  they  take  the  other  position,  that  for  a  certain  consideration,  it  my  house  burns 
they  will  pay  me  so  much  money.  To  say  that  only  a  few  bales  of  cotton  were  deliv- 
ered, when  millions  of  bales  of  cotton  were  bought  and  sold,  to  be  consistent  it  would 
be  equally  reasonable  to  say  that  as  hundreds  and  hundreds  of  thousands  of  policies 
of  fire  insurance  policies  are  written,  and  only  a  few  hundred  payments  made  upon 
loss,  that  then  you  ought  to  wipe  out  the  fire  insurance  business. 

The  true  fire  insurance  policies,  the  best  policies,  would  bo  those  that  would  abso- 
lutely guarantee  your  property  would  not  burn.  But  you  can  not  do  that.  The 
human  mind  can  not  conceive  of  a  contract,  and  the  human  hand  can  not  write  a 
contract,  Senator,  under  which  at  some  stage  of  the  game  somebody  can  not  make  a 
dime  or  two  by  delivering  the  cotton  rather  than  by  selling  his  contract.  But  it"  there 
were  a  perfect  bill,  if  you  men  could  conceive  of  it,  and  your  hand  could  write  it, 
there  would  never  be  a  bale  delivered  under  a  future  contract,  sold  cither  in  Nov. 
Orleans  or  in  New  York.  But,  as  limited  by  finite  minds,  there  will  always  be  a  few 
bales  delivered.  Instead  of  that  being  an  argument  against  the  law.  it  shows  that 
it  is  mighty  near  perfect. 
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Senator  Ransdell.  Our  State  is  one  of  very  diversified  agriculture.  I  would  like 
you  to  give  us  a  little  idea  of  the  values  of  cotton  compared  with  the  other  agricultural 
products  of  Louisiana,  which  are  not  protected,  if  I  may  use  that  term,  by  any  ex- 
changes through  future  contracts. 

Mr.  Sanders.  In  our  State  we  raise  sugar  and  rice  and  cotton.  Those  are  our 
three  great  staples.  Now,  sugar  and  rice  and  cotton  were  all  selling  in  the  last  good 
year  at  a  reasonable  price.  The  difference  between  the  three  commodities  was  this, 
Senator:  Rice  and  sugar  are  not  traded  in,  as  cotton  is,  in  future  contracts.  They  all 
come  in  about  the  same  time — in  the  fall.  You  pick  your  cotton,  grind  your  cane, 
and  thresh  your  rice  all  in  the  fall  of  the  year. 

Xow,  all  three  of  those  products  in  Louisiana  declined.  The  difference  in  the 
decline,  however,  was  this,  that  sugar  and  rice  jumped  off  a  precipice.  You  had  sold 
your  rice  the  year  before  at  from  $12  to  $14  a  barrel,  and  when  you  started  threshing 
it  last  year  you  did  not  know  what  you  were  going  to  get,  and  there  was  no  method 
of  knowing,  no  quotations  on  rice,  and  it  dropped  to  nothing,  practically,  over  night. 
It  was  a  perpendicular  decline,  just  like  this  [indicating]  right  up  and  down.  It 
dropped  to  nothing.  You  couldn't  sell  it  at  all.  And  the  same  was  true  of  sugar.  It 
went  into  a  perpendicular  decline.  The  decline  in  cotton  was  just  as  much,  Senator, 
but  it  was  a  gradual  decline.  It  went  down  day  by  day.  Men  protected  themselves 
and  could  protect  themselves,  through  the  use  of  the  hedge  and  futures  on  the  cotton 
market.  In  that  way  you  could  get  out  with  a  small  loss,  whereas,  if  you  had  sugar 
and  rice  it  was  a  disastrous  loss.  In  the  one  case  you  could  trade  in  futures  and  pro- 
tect yourself,  and  in  the  other  case  you  could  not.  And  then  there  was  this  outstand- 
ing feature — that,  whether  you  wanted  to  pocket  your  loss  on  your  cotton  or  not,  you 
could  actually  sell  it;  if  not  elsewhere,  always  through  the  cotton  exchange  future 
contract.  But  you  could  not  sell  your  rice  or  your  sugar  at  all,  even  at  the  quotation; 
you  could  not  sell  it  at  all.  There  are  men  in  Louisiana  to-day  who  have  sugar  that 
they  have  not  sold  yet,  Senator.  That  has  not  been  true  of  a  single  bale  of  cotton. 
You  could  sell  cotton.  It  may  have  been  that  you  could  not  get  what  you  wanted  for 
it  or  what  it  was  worth,  but  you  could  sell  it.  But  sugar  and  rice  could  not  be  sold 
at  all. 

Senator  Ransdell.  We  are  very  much  obliged  to  you. 

Mr.  Sanders.  I  just  want  to  say,  in  conclusion,  that  we  earnestly  protest,  Senator, 
against  any  interfering  along  these  lines.  Let  us  have  a  chance  to  readjust  ourselves 
and  go  ahead  and  tend  to  our  business.  We  are  doing  fairly  well,  and  if  we  are  let 
alone  we  will  get  along  nicely. 

Senator  Ransdell.  I  would  like  to  ask  permission,  Mr.  Chairman  and  Senator 
Smith,  to  insert  in  the  record  statements  from  two  or  three  other  parties,  giving  their 
views  about  this  matter.  They  could  not  get  here.  This  matter  affects  the  whole 
South. 

Senator  Keyes.  I  have  one  or  two  letters  here.  I  don't  know  to  whom  you  refer, 
but  if  they  are  of  reasonable  length,  put  them  in  the  record. 

Senator  Ransdell.  I  will  go  over  them  and  cut  out  everything  that  is  not  material, 
and  shorten  them  as  much  as  possible.  It  will  be  understood,  then,  that  they  will 
be  incorporated  in  the  record. 

Senator  Keyes.  Yes. 

(The  letters,  etc.,  above  referred  to  are  as  follows): 

United  States  Senate, 
Committee  on  Agriculture  and  Forestry, 

February  1A,  1922. 
Hon.  Henry  W.  Keyes, 

United  States  Senate,  Washington,  D.  C. 
My  Dear  Senator:  Senator  Harris  has  furnished  me  and  I  am  attaching  hereto,  a 
communication  addressed  to  him  under  date  of  February  7,  by  Hon.  W.  H.  Teasdale, 
secretary  and  superintendent  of  the  Savannah  Cotton  Exchange,  with  copy^  of  resolu- 
tions adopted  by  the  board  of  directors,  relative  to  S.  385  andS.  399.  I  will  be  glad- 
to  have  you  place  Mr.  Teasdale's  letter  before  the  subcommittee,  of  which  you  are 
chairman,  having  the  former  measure  under  consideration. 
Thanking  you,  I  am  sincerely, 

G.  W.  Norris, 


AMEND  SECTION"   5  OE   COTTON  FUTURES  ACT.  57 

Savannah,  Ga.,  February  7,  1922. 

Whereas  the  board  of  directors  of  the  Savannah  Cotton  Exchange  is  advised  that  a 
subcommittee  of  the  United  States  Senate  Agricultural  Committee  will  conduct  a 
hearing  on  February  13  and  14,  1922,  in  Washington,  D.  C,  on  Senate  bill  385  in- 
troduced by  Senator  Nathaniel  B.  Dial  (South  Carolina);  also  Senate  bill  399  in- 
troduced by  Senator  Thaddeus  H.  Caraway  (Arkansas);  and 

Whereas  the  Dial  bill  seeks  to  provide  that  middling  cotton  shall  be  delivered  on  a 
future  contract  or  not  more  than  two  deliverable  grades  of  equal  quantities;  and 

Whereas  the  Caraway  bill  would  prevent  any  person  or  organization  from  sending 
any  communication  by  telegraph  or  otherwise,  in  any  direction,  relating  to  a  con- 
tract of  cotton  for  future  delivery,  unless  such  person  or  organization  supplies  an 
affidavit  that  they  are  growing  or  actually  own  such  cotton  and  intend  to  deliver 
same  on  such  future  contract ;  and 

Whereas  both  these  bills  if  made  a  law  will  practically  eliminate  all  legitimate  hedge 
business  in  the  future  markets  and  thus  place  cotton  dealers,  manufacturers,  and 
growers  in  a  serious  predicament:  Therefore  be  it 
Resolved  by  the  board  of  directors  of  the  Savannah  Cotton  Exchange,  in  special  meeting 

assembled.  That  a  delegation  consisting  of  two  members  of  this  exchange  be  sent  to 

Washington  to  be  present  at  the  scheduled  hearing,  with  authority  to   vigorously 

oppose  both  bills,  believing  that  the  enactment  of  same  will  seriously  impair  and 

jeopardize  the  entire  cotton  trade  of  the  country. 
Attest: 

W.  H.  Teasdale, 
Secretary  and  Superintendent. 
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NEW    ORLEANS    COTTON    EXCHANGE. 

The  contract  delivery  svstem  as  conducted  in  the  New  Orleans  Cotton  Exchange 
consists  of  the  selling  and  buving  of  cotton  for  future  delivery  under  the  United  States 
cotton  futures  act,  as  amended  March  4,  1919,  and  regulations  of  the  Secretary  of  Agri- 
culture pursuant  thereto. 

The  contracts  are  known  as  section  5  contracts,  as  that  section  of  the  United  States 
cotton  futures  act  and  the  regulations  of  the  Secretary  of  Agriculture  constitute  the 
limitations  thereof. 

(a)  The  provisions  of  the  act  are  that  all  contracts  made  for  future  delivery  on  any 
exchange,  board  of  trade,  or  similar  institution,  place  of  business,  not  in  conformity 
with  the  United  States  cotton  futures  act  are  subject  to  a  tax  of  2  cents  per  pound. 

(6)  The  contract  must  specify  the  basis  grade  of  the  cotton  involved  which  shall  be 
one  of  the  grades  for  which  standards  are  established  by  the  Secretarv  of  Agriculture. 
Middling  shall  be  deemed  the  basis  grade  if  no  other  grade  be  specified  in  the  contract. 

(c)  All  cotton  dealt  with  shall  be  of  or  within  the  grades  specified  by  the  Secretary 
of  Agriculture. 

(d)  Cotton  delivered  on  such  contracts  above  or  below  the  basis  grade  must  be  settled 
for  at  actual  commercial  differences  above  or  below  the  contract  price  for  the  basis 
grade. 

(e)  No  cotton  may  be  delivered  that  is  below  low  middling  or  that  is  reduced  below 
the  value  of  low  middling  because  of  defects,  etc.  (see  act),  and  is  of  less  than  seven- 
eighths  of  an  inch  in  length  of  staple. 

(/)  Tenders  on  contracts  must  be  the  full  number  of  bales  involved  or  the  equivalent 
weight  thereof,  and  the  person  making  the  tender  shall  give  written  noti  ce  five  business 
days  before  delivery  to  the  receiver,  and  in  advance  of  final  settlement  must  furnish 
the  receiver  a  written  notice  or  certificate  stating  the  grade  of  each  individual  bale 
and  by  means  of  numbers  identifying  each  bale  with  its  grade. 

(g)  All  cotton  delivered  must  be  classed  in  accordance  with  the  classification,  made 
under  the  regulations  of  the  Secretary  of  Agriculture,  by  officers  of  the  Government 
designated  by  the  Secretary  for  that  purpose. 

Under  these  regulations  all  cotton  delivered  on  future  delivery  contracts  is  inspected 
and  classed  by  Government  officials  who  issue  certificates  therefor;  in  other  words, 
under  the  law  the  Government  becomes  a  party  to  the  final  settlement  of  the  contracts, 
insuring  the  honesty,  correctness,  and  uniformity  of  such  deliveries. 

The  contract  is  a  strictly  legal  contract  and  the  seller  is  forced  to  deliver  and  the 
receiver  to  receive  the  cotton  specified  therein. 

As  in  all  contracts  made  for  any  article  of  produce  or  merchandise,  the  parties  thereto 
may  obtain  legal  offsets  transferring  their  rights  for  fulfillment  to  other  parties  before 
maturity  by  means  of  substitution  of  like  contracts,  differing  only  as  to  price. 


58  AMEND   SECTION   5   OF    COTTON   FUTURES   ACT. 

A  rule  of  the  New  Orleans  Cotton  Exchange  requires  that — 

"All  contracts  for  the  future  delivery  of  cotton  shall  be  binding  upon  members  and 
of  full  force  and  effect  until  the  quantity  and  qualities  of  cotton  specified  in  such 
contracts  shall  have  been  delivered  and  the  price  specified  in  such  contracts  shall 
have  been  paid.  Nor  shall  any  contract  be  entered  into  with  any  stipulation  or 
understanding  between  the  parties,  at  the  time  of  making  such  contract,  that  the  terms 
of  such  contract  are  not  to  be  fulfilled  and  the  cotton  received  and  delivered :  Provided, 
however,  That  any  party  holding  a  contract  against  another,  corresponding  in  all 
respects,  except  as  to  price,  with  one  h  Id  by  the  other  party  against  him.  may  cancel 
or  close  both  by  giving  notice  to  the  opposite  party  at  any  time  before  notice  of 
delivery. ' ' 

There  is  another  rule  of  the  exchange  that  prohibits  members  under  penalty  of 
expulsion  from  engaging  in  or  being  associated  with  any  persons  who  deal  in  differences 
on  the  fluctuations  of  the  market  price  of  cotton. 

This  much  for  the  methods  of  transacting  the  business  in  contracts  for  the  future 
delivery  of  cotton.  The  origin  of  the  method  dates  back  to  the  early  days  of  the  Ameri- 
can Civil  War  between  the  States,  whereby  parties  making  large  contracts  with  the 
Government  for  the  supply  of  food  and  raiment  secured  themselves  by  other  contracts 
for  delivery  in  certain  specified  periods.  The  method  was  subsequently  found  to  be 
of  great  economic  value  by  enabling  producers  to  secure  in  advance  of  growth  fixed 
prices  for  their  products  to  be  delivered  when  ready  for  market  and  consumers  to 
secure  delivery  of  their  supplies  in  advance  of  their  needs  when  needed,  avoiding  the 
risk  of  price  fluctuations.  In  fact,  much  as  has  been  said  of  speculative  features  of  the 
future  market,  it  is  the  means  of  avoiding  speculation  or  risk  by  both  sellers  and  buyers 
of  spot  cotton.  This,  in  reality  is  the  most  valuable  feature  of  the  system.  In  so  far 
as  the  farmer  is  concerned,  it  is  the  buffer  between  him  and  the  ultimate  consumer. 
It  is  a  favorite  contention  of  those  who  do  not  understand  the  economic  value  of  the 
system  that  an  ideal  condition  would  be  to  bring  the  farmer  and  mill  man  into  direct 
connection,  eliminating  all  who  now  come  between  them. 

The  writer  has  been  more  or  less  connected  with  the  cotton  trade  for  nearly  60  years; 
first,  as  a  public  journalist  and  subsequently  as  secretary  of  the  New  Orleans  Cotton 
Exchange.  He  remembers  the  '"ideal  days''  when  there  was  no  future  business  and 
the  producer  was  as  close  to  the  consumer  as  in  the  nature  of  circumstances  it  was 
possible  to  be.  In  those  days,  spinners  would  secure  sufficient  for  their  immediate 
wants  and  then  retire  until  supplies  would  accumulate.  There  were  few  to  intervene 
when  values  sagged  hence  the  spinners  had  it  pretty  much  their  own  way.  To-day 
the  ''men  in  the  street"  stand  in  the  way  and  are  ready  to  buy  cotton  by  means  of 
future  contracts  whenever  in  their  estimation  it  is  likely  to  yield  a  profit.  Designate 
them  as  speculators  or  investors  or  what  not,  their  capital  aggregating  a  vast  sum, 
which  was  not  in  evidence  in  bygone  davs,  is  at  the  convenience  of  the  holder  of 
cotton  enabling  him  to  dispose  of- his  holdings  at  any  hour  of  the  business  day  or  to 
hedge  himself  by  means  of  a  future  contract,  from  loss  on  a  declining  market.  I 
shudder  to  think  what  might  have  happened  to  cotton  during  the  past  year  or  more 
had  there  been  no  system  of  such  price  insurance.  A  sheer  drop  from  $18-2  a  bale  in 
July.  1923,  to  S59  in  July,  1921,  involving  many  hundreds  of  millions  of  dollars  that 
would  have  wrecked  the  financial  institutions  of  the  South  and,  bad  as  the  consequences 
of  the  drastic  decline  have  been,  a  condition  would  have  resulted  beyond  description. 
We  need  all  the  money  we  can  command  to  stem  the  tide  as  it  is,  and  at  no  time  in  our 
history  has  the  capital  of  the  "'man  in  the  street"  been  more  seriously  wanted.  Shut 
out  the  future  business  and  you  shut  out  the  "man  in  the  street,"  who  is  legion  and 
with  him  goes  his  money.  He  (or  they)  constitutes  the  "man"  whose  income  tax 
contributes  to  the  greater  share  of  the  billions  that  annually  pour  into  the  country's 
Treasury. 

By  means  of  the  future  contract,  there  is  no  day  or  hour  in  the  dav  that  cotton 
may  not  be  bought  or  sold  and  it  is  this  that  makes  cotton  the  most  liquid  asset  known 
to  the  world's  trade. 

It  constitutes  a  method  of  price  insurance  that  may  be  likened  to  the  vast  systems 
of  fire  and  marine  insurance  without  which  living  would  be  relegated  to  the  realms 
of  barbarism.  It  has  repeatedly  been  urged  that  a  great  evil  is  that  the  sales  of  future 
contracts  are  annually  many  times  the  volume  of  the  cotton  crop.  Is  it  an  evil? 
Every  time  a  piece  of  real  estate  or  an  article  of  merchandise,  in  transit  to  the  consumer, 
changes  hands  it  is  insured  so  that  the  aggregate  of  such  insurances  is  many  times 
the  aggregate  value  of  the  fixed  or  movable  articles  of  trade  and  commerce.  So  it  is 
with  cotton;  every  time  it  changes  hands  it  is  made  the  subject  of  a  future  contract 
for  price  insurance.  While  it  is  true  that  not  all  of  the  cotton  is  hedged  or  insured 
through  the  future  markets,  most  of  it  is,  and  as  cotton  not  infrequently  changes 
ownership  six  to  ei^ht  times  from  the  producer  to  the  final  consumer,  the  number  of 
price  insurances  or  hedges  is  increased  accordingly.     Transfers  of  hedges  from  month 
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to  month  also  swell  the  total  of  future  transactions.  In  a  word,  the  aggregate  of  futures 
transactions  from  day  to  day  involve  sales  and  resales,  purchases  and  repurchases  of 
The  same  risks,  and  are  therefore  not  all  original  transactions,  any  more  than  bank 
clearances  show  the  net  amount  of  money  that  is  transferred  on  balances. 

Conditions  affecting  cotton  are  not  local  nor  even  confined  to  influences  prevalent 
in  the  United  States  only.  Its  trade  is  a  world  trade  and  its  values  are  affected  by 
world  conditions.  These  values  are  reflected  more  quickly  and  accurately  in  the 
future  markets  of  New  Orleans,  I^Jew  York,  and  Liverpool,  but  in  the  main  in  they 
turn  are  governed  by  the  laws  of  supply  and  demand  and  it  is  a  fact  that  as  a  rule 
futures  are  governed  by  the  actual  value  of  spot  cotton  instead  of  governing  such 
values.  In  general,  it  may  be  said  that  similar  trade  conditions  or  world  occurrences 
which  influence  the  variations  in  foreign  exchange  produce  like  effects  on  cotton. 

There  is  perhaps  no  more  constructive,  piece  of  legislation  on  our  statute  books 
than  the  United  States  cotton  futures  act.  It  regulates  the  business  within  the  lines 
of  reason  and  justice  and  is  helpful  to  producers,  traders,  and  consumers  of  spot  cotton 
in  the  United  States.  If  the  act  has  a  fault,  it  lies  in  the  restriction  of  the  number  of 
grades  tenderable  on  contract  and  to  that  extent  lessens  hedge  protection  of  a  material 
percentage  of  the  total  annual  growth.  The  result  of  this  is  seen  in  the  frequent 
wide  disparity  between  grades  tenderable  and  untenderable.  The  disposition  in 
some  quarters  to  further  limit  the  number  of  grades  tenderable  for  that  reason  cannot 
prove  otherwise  than  harmful;  in  fact,  further  limitations  would  so  circumscribe  the 
number  of  sellers  (and  consequently  of  buyers)  in  this  country-as  to  destroy  the  hedge 
features,  resulting  in  closing  American  exchanges.  Legislative  experiments  of  this 
nature  would  not  merely  prove  seriously  harmful,  but  would  be  futile. 

In  this  connection,  let  me  quote  the  remarks  of  Senator  Williams,  of  Mississippi,  in 
the  Senate  on  the  5th  of  August  last,  in  connection  with  the  proposed  Dial  amendment: 

••Mr.  Williams.  Mr.  President,  there  is  just  one  thing  I  wish  to  suggest  as  a  subject 
ior  the  Senator  from  South  Carolina  to  contemplate  before  he  comes  forward  to  exhaus- 
tively argue  the  matter.  Even  if  we  can  regulate  the  New  York  and  New  Orleans 
exchanges,  and  all  the  exchanges  in  the  United  States,  would  we  not  have  a  good  deal 
of  the  same  substantial  trouble  growing  out  of  the  fact  that  we  could  not  regulate  the 
Havre  and  Hamburg  and  Liverpool  exchanges;  and  if  they  continue  this  abuse  will 
it  not  have  substantially  or  to  a  large  extent  the  same  effect  upon  the  farmer?  I  do 
not  ask  that  question  to  be  answered  now.  I  merely  desire  the  Senator  to  think  about 
it  before  he  goes  exhaustively  into  an  argument  of  the  subject." 

The  future  business  is  regulated  by  the  United  States  cotton  futures  act  and,  like 
the  man  who  experimented  upon  how  much  he  could  regulate  the  quantity  of  food 
for  his  mule,  until  by  the  time  he  had  reached  a  satisfactory  conclusion  the  mule  died, 
further  regulation  can  only  cripple  or  kill  trade  control  on  this  side  of  the  water,  trans- 
ferring it  to  foreign  markets.  We  now  have  the  whip  hand.  Is  it  worth  while  to 
speculate  upon  giving  it  over  to  the  foreign  spinner? 

Another  serious  result  of  destroying  the  future  business  in  the  great  exchanges  of 
America  would  be  the  elimination  of  many  of  the  innumerable  small  cotton  markets 
in  the  South  and  the  concentration  of  the  trade  at  the  ports  and  larger  interior  markets 
possessing  requisite  capital.  The  ability  to  hedge  has  helped  the  small  merchant  to 
secure  money  loans,  without  which  he  could  not  transact  business.  As  in  the  days 
prior  to  the  futures  system,  the  shipments  would  gravitate  to  the  large  markets. 
To-day  large  merchants  or  groups  of  large  merchants  or  capitalists  can  not  control 
world  markets  for  cotton.  Without  the  future  business  which  embraces  the  means  of 
legion  (the  "man  in  the  street")  a  few  large  capitalists  could  and  would  manipulate 
the  cotton  crop  either  up  or  down  as  their  interests  might  dictate. 

I  remember  in  the  old  days,  50  to  60  years  ago,  no  bale  of  cotton  came  to  market 
without  being  assessed  in  various  ways  to  the  extent  of  $5  to  $10  or  even  more.  To-day 
the  average  charge  is  four-fifths  less. 

The  entire  modern  system  of  cotton  trading  is  on  a  broad  economic  basis  which  can 
not  be  destroyed  or  restricted  beyond  certain  lines  without  relegating  our  southern 
country  to  the  age  of  mule  cars  and  sailing  ships.  Can  we  afford,  in  endeavors  to 
correct  conditions  due  to  the  upheaval  of  a  world  war,  which  require  time  to  rectify, 
to  strike  at  the  root  of  modern  trade  methods? 

Cotton  is  low,  very  low,  in  comparison  with  recent  high  ranges,  but  there  were 
periods  before  our  Civil  War  when  it  sold  below  5  cents  a  pound,  not  that  I  believe  it 
will  ever  reach  that  level  in  yours  or  my  time,  but  we  may  not  ascribe  recent  depression 
to  market  methods.  The  facts  are  supplies  accumulated  to  an  unprecedented  volume 
at  a  time  when  there  was  a  certain  curtailment  on  an  unprecedented  scale  of  the 
offtake  of  cotton  goods  and  at  times  could  not  be  sold  in  volume  except  through  the 
cotton  future  contract  market. 

I  believe  now  the  tide  is  turning,  notwithstanding  the  large  "carry  over"  from  the 
!last  crop;  decreased  acreage  and  production  for  the  current  year  promises  to  even  tip 
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conditions.  Moreover,  there  are  encouraging  signs  in  the  goods  market  which  promise 
a  material  enlargement  of  consumption.  We  are  at  the  "parting  of  the  ways."  and 
consensus  of  the  ablest  opinions  is  that  any  change  must  surely  be  for  the  better. 
Legislation,  unless  it  be  to  aid  us  to  carry  the  load  for  a  longer  period  at  reasonable 
charges,  can  do  no  more  than  a  man  could  by  attempting  to  ''lift  himself  by  his  boot 
straps."  As  President  Harding  puts  it,  we  need  more  business  in  legislation  and  less 
legislation  in  business. 

The  "business"'  in  legislation  for  the  cotton  farmer  is  to  help  him  to  better  condi- 
tions on  the  farm,  to  aid  him  to  secure  improved  transportation  to  the  common  carrier, 
and  to  protect  his  products  in  transit  to  market. 

These  can  not  be  brought  about  instanter  by  act  of  Congress,  but  Congress  can  help 
to  put  matters  in  train  that  may  revolutionize  existing  methods  and  not  only  cause 
two  blades  to  grow  where  but  one  is  now  produced  but  spread  happiness  and  pros- 
perity by  enhancing  the  margin  between  producing  and  selling  values.  I  am  fully 
in  accord  with  the  Progressive  Farmer  that  as  long  as  the  white  farmer  in  the  South 
is  forced  to  compete  with  ignorant  Negro  laborers,  the  avenue  to  prosperity  will  con- 
tinue to  be  blocked.  Until  we  bring  about  more  intelligent  methods  of  cultivation 
by  means  of  proper  education,  the  hundreds  of  millions  that  are  lost  through  improper, 
slipshod  methods  of  cultivation  will  continue  to  hang  as  a  pall  over  our  southern 
people.  When  cotton  is  produced  by  intelligent  methods,  which  may  be  brought 
about  by  proper  education,  the  same  number  of  acres  that  now  produce  ten  millions  of 
bales  may  be  made  to  yield  twice  that  number,  and  of  high-grade  cotton,  at  a  relative 
cost  per  acre  that  will  enrich  our  people  and  defy  competition  the  world  over.  Con- 
gress can  and  should  assist  us  in  that  respect.  There  is  no  way  to  rid  ourselves  of 
ignorant  labor,  of  careless,  improvident  methods  of  marketing,  but  through  education. 
It  seems  pitiful  that  there  is  not  a  few  in  our  southern  country  who  believe  that  the 
boll  weevil  has  proven  a  blessing  in  disguise  by  forcing  an  abandonment  of  "all 
cotton"  and  a  consequent  diversification  of  crops.  In  one  county  in  Alabama,  we 
are  told  that  the  growers  of  cotton  have  erected  a  bronze  fountain  in  the  heart  of  the 
business  section  of  one  of  its  towns,  inscribed: 

"In  profound  appreciation  of  the  boll  weevil  and  what  it  has  done  as  a  herald  of 
prosperity.  This  fountain  is  erected  by  the  citizens  of  Enterprise,  Coffee  County, 
Alabama." 

Is  it  a  wonder  that  with  a  superabundance  of  low  gra,des  not  worth  the  cost  of  pro- 
duction, that  the  average  return  to  the  farmer  spells  poverty  and  want?  Let  Congress 
help  us  to  educate  the  rising  generation,  black  as  well  as  white,  to  rescue  our  highways 
and  landings  from  the  mud  and  slush,  to  see  to  it  that  proper  protection  is  afforded  from 
defective  storage  places  of  transportation  companies,  aid  us  to  teach  the  people  that 
a  bale  of  cotton  that  is  worth  much  more  is  as  much  entitled  to  protection  as  a  bale 
of  hay  or  a  sack  of  flour,  and  the  demand  for  the  destruction  of  economic  trade  methods, 
which  are  a  natural  help  to  the  grower,  will  cease.  No  country  in  the  world  is  more 
highly  productive  than  the  Southern  States,  and  yet  as  stated  by  a  well-known 
authority,  "nowhere  else  are  farm  laborers  (the  men,  women,  and  children  who  pro- 
duce our  cotton)  housed  in  homes  so  crowded  and  ill  equipped.  In  Iowa,"  to  quote 
from  the  same  authority,  "86  per  cent  of  the  homes  have  telephones;  in  South  Carolina 
5  per  cent.  In  Utah  45  per  cent  of  the  farm  houses  have  electric  or  gas  light;  in  the 
South  2  per  cent.  In  Nebraska  75  per  cent  of  the  farmhouses  have  automobiles;  in 
five  Southern  States,  less  than  10  per  cent." 

And  these  relative  conditions  will  continue  to  exist  until  the  light  of  education 
dawms  upon  our  people.  There  is  no  short  route  to  prosperity,  nor  can  we  hope  to 
encompass  needed  reforms  in  a  day  or  a  year,  but  we  can  with  the  aid  of  Congress  and 
the  cooperation  of  the  State  governments  start  them  on  the  road  to  success.  If  our 
Senators  and  Representatives  are  keen  to  promote  our  success,  there  is  abundant  room 
for  them  to  set  the  ball  rolling.  The  necessity  for  constructive  legislation  is  impera- 
tive. Existing  trade  enactments  are  in  the  interest  of  the  producer  and  fair  alike  to 
the  trade  and  consumer;  the  necessity  for  legislative  assistance  is  at  the  other  end  of 
the  line.  The  immediate  need  is  for  continued  help  in  financing  our  products  abroad 
that  the  foreign  manufacturer  may  be  enabled  to  buy  and  spin  our  cotton.  This 
given,  the  outlook,  with  the  decreased  production  of  the  current  year,  which  has  not 
yet  wrought  its  full  effect,  and  the  trend  toward  largely  increased  consumption  at 
home  and  abroad,  promises  an  era  of  values  in  the  near  future  that  will  mitigate  our 
troubles.  We  shall  not,  however,  receive  our  full  dues  until  much  needed  reforms 
are  applied  at  the  sources  of  our  supplv.  Until  these  are  accomplished,  high  cost  of 
production  and  inadequate  returns  will  continue  to  breed  dissatisfaction  and  more 
or  less  want  among  the  producers.  These  can  not  be  legislated  out  of  existence  through 
experiments  which  tend  to  circumscribe  economic  methods  which  have  lessened  the 
cost  of  marketing  and  are  the  results  of  a  half  century  of  careful  study  the  world  over. 
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HARRIS     HYMAN,     PRESIDENT     H.     &     C.     NEWMAN     (INC.),     COTTON     MERCHANTS,     NEW 

ORLEANS,     LA. 

New  Orleans,  February  11,  1922. 
Senator  Jos.  E.  Ransdell, 

Washington,  D.  C. 

Dear  Senator:  As  you  well  know,  our  firm  has  been  handling  spot  cotton  for 
account  of  our  many  farmer  friends  and  interior  merchants  for  the  past  50  years. 
We  still  sell  large  quantities  of  cotton  for  our  customers  every  year. 

During  the  past  March  and  May  it  was  almost  impossible  to  sell  spot  cotton,  while 
at  the  same  time  we  could  sell  future  contracts  at  50  points  premium  over  the  nominal 
quotations  for  spot  cotton.  We,  therefore,  sold  thousands  of  bales  of  March  and  May 
contracts  for  our  many  customers  and  made  delivery  of  this  cotton.  The  business 
was  most  satisfactory  as  we  were  able  to  deliver  grades  from  low  middling  up.  If  the 
contract  were  restricted  to  two  grades,  it  would  be  practically  a  physical  impossibility 
for  us  to  take  advantage  of  making  deliveries  of  spot  cotton  on  contracts  for  our  interior 
customers  as  it  is  very  rare  that  a  crop  lot  of  cotton  belonging  to  a  farmer  does  not 
run  more  than  four  or  five  grades. 

Requiring  the  delivery  of  only  two  grades  would  eliminate  the  use  of  the  future 
contract  market  on  which  to  make  delivery  for  account  of  the  farmer. 

The  effect  of  the  passage  of  the  Dial  bill  would  not  be  to  regulate  the  future  contract, 
but  would  be  to  restrict  the  contract  to  a  point  where  its  use  would  be  impractical  in 
connection  with  the  proper  handling  of  a  spot  cotton  business.  Therefore,  either  the 
contract  would  be  restricted  to  such  a  point  that  the  spot  cotton  merchant  could  not 
make  use  of  it  in  connection  with  his  business,  and  the  only  purpose  it  would  serve 
then  would  be  for  speculation,  or  trading  in  futures  would  be  automatically  discon- 
tinued. 

The  foundation  upon  which  the  future  contract  market  is  built  is  on  the  use  which 
the  conservative  spot  firms  throughout  the  country,  the  exporters,  and  the  spinners 
make  of  the  contract  as  insurance  in  the  conduct  of  their  business.  The  basis  on 
which  practically  all  trading  in  cotton  throughout  the  world  is  conducted  is  the  future 
contract  market,  and  more  so  now  than  ever  before.  With  the  contract  market  prop- 
erly functioning,  as  it  has  been  for  many  years,  we  will  lend  our  customers  very  much 
nearer  the  value  of  their  cotton  than  we  would  without  the  use  of  this  indispensable 
facility. 

Sincerely,  yours, 

H.  &  C.  Newman  (Inc.), 
Harris  Hyman,  President. 


HON.  LE    ROY   PERCY,  FORMER    UNITED    STATES    SENATOR    FROM    MISSISSIPPI. 

Greenville,  Miss.,  March  9,  1922. 
Senator  Joseph  E.  Ransdell, 

Senate  Office  Building,  Washington,  D.  C. 
As  a  cotton  grower,  I  beg  leave  to  express  my  opposition  to  the  Dial  and  Carraway 
bills  now  pending  in  Congress,  as  being  prejudicial  to  the  cotton-producing  interests 
of  the  South.  I  believe  the  best  interest  of  the  South  in  buying  and  selling  spot 
cotton  is  promoted  by  the  United  States  cotton  futures  act  as  it  now  stands.  Any 
restriction  along  the  lines  proposed  will  destroy  the  usefulness  of  the  act  as  an  instru- 
mentality for  hedging  spot  transactions. 

Le  Roy  Percy. 

vernon  t.  davis,  cotton  producer  and  shipper,  jackson,  miss. 

Jackson,  Miss.,  February  19,  1922. 
Senator  Joseph  E.  Ransdell, 

Washington,  D.  C: 
My  attention  has  been  called  to  the  Dial  bill  and  the  Caraway  measure,  both  of 
which  attempt  to  interfere  with  the  United  States  cotton  futures  act  as  it  now  stands. 
As  both  a  cotton  shipper  and  a  producer,  I  earnestly  request  that  you  use  your  best 
efforts  to  defeat  this  proposed  legislation,  or  any  other  legislation  which  will  in  any 
way  change  the  present  law,  which  has  constituted  the  only  system  enabling  shippers 
and  merchants  to  insure  themselves  against  market  fluctuation  and  allow  them  to 
keep  steadily  in  the  market  for  cotton  at  full  market  prices.  Either  oi  the  two  pro- 
posed bills  would,  if  put  into  effect,  completely  destroy  the  present  machinery  of  the 
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trade  and  divert  the  cotton  trade  to  European  merchants,  where  practically  the  same 
system  of  trading  is  in  vogue  as  that  covered  by  the  present  United  States  cotton 
futures  act.  I  am  convinced  that  any  changes  in  the  present  law  would  be  particularly 
unfortunate  at  this  particular  time,  when  the  producers  of  the  South  are  so  much  in 
need  of  the  marketing  facilities  permitted  under  the  present  law  and  to  deprive  the- 
producers  of  the  South  of  their  present  facilities,  and  to  substitute  either  the  Dial  or 
Caraway  measures  for  the  present  law  would  bring  about  complete  demoralization  to 
every  branch  of  the  American  cotton  industry. 

Vernon  T.  Davis. 


LAWRENCE    W.    WEIL,    MONTGOMERY,    ALA. 

Montgomery,  Ala.,  February  20,  1922. 
Senator  Joseph  E.  Ransdell, 

Washington,  D.  C: 
The  United  States  cotton  futures  act  as  it  now  stands  is  giving  complete  satisfaction 
to  the  entire  cotton  trade  and  to  producers.     It  is  my  opinion  that  further  legislative 
interference  would  be  very  detrimental  to  the  collective  cotton  interests  of  the  South. 

Lawrence  W.  Weil. 


BASHIXSKY,  CASE    &    CO..  BIRMINGHAM,  ALA. 

Birmingham,  Ala,  February  20,  1922. 
Senator  Joseph  E.  Ransdell, 

Washington,  D.  C: 
We  believe  irreparable  injury  would  result  to  the  spot  business  in  the  event  of  the 
passage  of  the  Dial  and  Caraway  bills.     The  law  as  it  now  stands  is  sufficient  and 
the  trade  if  it  were  to  function  properly  in  the  interest  of  the  South  should  not  be 
hampered  by  further  legislation. 

Bashinsky,  Case  &  Co. 


JOSEPH   NEWBURGER,  MEMPHIS,  TENN. 

Memphis,  Texn,  February  20,  1922. 
Senator  Joseph  F.  Ransdell, 

Senate  Office  Building,  Washington,  D.  C: 
I  have  been  in  the  spot  cotton  business  44  years.  Nothing  that  has  transpired  in 
my  whole  life  would  tend  to  unstabilize  the  spot  cotton  business  and  render  it  highly 
speculative  than  if  we  were  not  able wto  hedge  the  cotton  we  buy  from  the  farmer  or  to 
able  to  purchase  futures  to  protect  ourselves  when  we  sell  cotton  for  future  delivery 
to  the  spinner.  Therefore  if  the  Dial  and  Caraway  measures  are  carried,  they  will  be 
an  absolute  hindrance  to  business  and  possibly  mean  tfce  eliminating  of  the  regular 
legitimate  spot  business. 

Joseph  Xewburger. 


J.  M.  BELEY    &    CO.,  MEMPHIS,  TENN. 

Memphis,  Tenn.,  February  18,  1922. 
Hon.  Joseph  E.  Ransdell, 

Senate  Building,  Washington,  D.  C: 
Any  change  in  the  present  system  of  future  trading  which  furnishes  price  insurance 
to  those  handling  actual  cotton  as  our  firm  does  would  prove  disastrous,  especially  at 
this  particular  time  when  world  conditions  necessitate  every  precaution  and  safeguard 
known  to  modern  commercialism 

J.  M.  Beley  &  Co. 


ANDERSON,  CLAYTON    &    CO.,  COTTON    MERCHANTS,  OKLAHOMA    CITY,  OKLA. 

Oklahoma  City,  Okla.,  February  18,  1922. 
Senator  Joseph  E.  Ransdell,  Washington,  D.  C: 

We  wish  to  enlist  vour  active  opposition  to  the  proposed  legislation  embodied  in 
the  Dial  bill  (S.  385)*  and  Caraway  bill  (S.  399)  dealing  with  cotton-futures  trading. 
The  provisions  are  virtually  prohibitive  and  would  in  reality  practically  kill  the 
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business,  not  regulate  it.  Such  a  result  would  have  a  disastrous  effect  on  the  cotton 
business  of  the  South,  destroying,  as  it  would,  the  whole  machinery  of  marketing  and 
credit  developed  in  the  last  40  years.  Further,  the  time  is  inopportune  when  business 
is  slowly  attaining  to  more  stable  conditions  to  introduce  and  seek  to  enact  legislation 
of  a  wholly  unsettling  nature.  We  trust  you  can  see  your  way  clear  to  a  vigorous 
opposition  to  these  bills. 

Anderson,  Clayton  &  Co. 

Senator  Ransdell.  Mr.  Chairman,  instead  of  a  formally  prepared  statement  upon 
this  subject,  I  desire  to  submit  certain  excerpts  from  my  remarks  upon  the  floor  of 
the  Senate  on  April  30  and  May  6,  1920,  during  the  debate  on  the  so-called  Comer 
amendment  to  the  act  regulating  trading  in  cotton  futures. 

I  also  ask  to  have  included  as  a  part  of  these  hearings  the  speech  which  was  delivered 
in  the  Senate  by  a  distinguished  predecessor  of  mine  who  was  a  Senator  from  Louisiana 
when  similar  legislation  was  being  considered  in  the  Fifty-second  Congress. 

That  speech  of  Senator  E.  D.  White,  who  was  shortly  thereafter  appointed  to  the 
United  States  Supreme  Court,  and  subsequently  as  Chief  Justice  of  that  august  tri- 
bunal, has  come  to  be  regarded  as  a  classic  and  will  be  of  great  assistance  in  consider- 
ing the  pending  legislation. 

Senator  Keyes.  rt  hat  is  perfectly  agreeable  to  me. 

(The  remarks,   etc.,   referred   to  above   are   as  follows:) 

[Congressional  Record,  Sixty-sixth  Congress,  second  session,  Washington,  Friday,  Apr.  30,  1920.] 

Speech  of  Senator  Joseph  E.  Ransdell,  op  Louisiana,  Opposing  the  Comer 
Amendment  to  the  Cotton  Futures  Act. 

Mr.  Ransdell.  Mr.  President,  I  wish  to  discuss  the  Comer  amendment  to  the  cot- 
ton futures  act  inserted  in  the  agricultural  appropriation  bill.  This  amendment  was 
agreed  to  some  time  ago  and  is  now  in  conference.  In  order  that  the  Senate  may 
understand  it,  I  will  first  read  the  amendment  agreed  to  by  the  Senate  on  the  motion 
of  the  Agricultural  Committee,  which  is  very  brief.  I  read  from  page  92  of  the  bill, 
amendment  No.  249: 

"  Provided,  That  the  amendments  relating  to  cotton  provided  for  in  section  6  of  the 
act  known  as  the  wheat  guarantee  act,  approved  March  4,  1919,  are  hereby  recognized 
and  declared  to  be  pertinent  legislation." 

To  this  amendment  of  the  committee  the  Senator  from  Alabama  [Mr.  Comer] 
induced  the  Senate  to  accept  the  following  amendment: 

"That  hereafter  each  lot  of  cotton  classified  as  tenderable  in  whole  or  in  part  on  a 
section  5  contract  of  said  act  as  amended,  shall  give  to  the  buyer  the  right  to  demand 
that  one-half  of  the  contract  shall  be  delivered  in  the  official  cotton  standard  grades 
of  the  United  States  from  the  grades  of  middling  fair,  strict  good  middling,  good  mid- 
dling, strict  middling,  and  middling,  and  that  the  seller  shall  have  the  option  of 
delivering  the  other  half  of  said  contract  from  any  of  the  official  cotton  standard 
grades  as  established  in  said  act. " 

Mr.  President,  I  wish  to  discuss  this  question  for  two  reasons.  In  the  first  place,  I 
am  a  cotton  grower  myself.  It  is  the  only  business  in  which  I  am  engaged  at  the 
present  time  aside  from  my  duties  as  a  United  States  Senator,  and  Louisiana  pro- 
duces a  large  quantity  of  cotton. 

In  the  second  place,  the  city  of  New  Orleans,  the  largest  city  in  my  State,  has  a 
big  institution,  known  as  the  New  Orleans  Cotton  Exchange,  which  has  been  severely 
criticized  and  commented  upon  in  several  speeches  made  by  the  Senator  from  Ala- 
bama [Mr.  Comer].  I  feel  it  my  duty,  therefore,  to  make  some  explanation  and  de- 
fense of  this  great  business  of  my  State. 

Former  Solicitor  Francis  G.  Caffey,  of  the  United  States  Department  of  Agricul- 
ture, in  an  address  delivered  before  the  Alabama  State  Bar  Association  at  Montgomery, 
Ala.,  July  10,  1915  (refer  S.  R.  A.  Markets  No.  5,  issued  Aug.  11,  1915.  Department 
of  Agriculture),  stated  that  since  1884  120  bills  dealing  with  the  regulation  of  cotton 
futures  had  been  introduced  at  various  sessions  of  Congress,  and  previous  to  the 
Sixty-third  Congress  three  passed  the  House.  Since  then  the  Smith-Lever  bill  was 
enacted  into  law  and  was  further  amended  by  the  act,  of  March  4,  1919.  The  trade  is 
now  operating  under  the  law  which  became  final  August  18,  1914,  known  as  the  Smith- 
Lever  bill,  and  amended  March  4,  1919.  Senator  Comer  has  introduced  an  amend- 
ment to  H.  R.  12272,  which  amendment  shall  give  to  the  buyer  the  right  to  demand 
that  one-half  of  the  contract  shall  be  delivered  in  the  official  cotton  standard  grades 
of  the  United  States  from  the  grades  of  middling  fair,  strict  good  middling,  good  mid- 
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dling,  strict  middling,  and  middling,  and  that  the  seller  shall  have  the  option  of 
delivering  the  other  half  of  said  contract  from  any  of  the  official  cotton  standard  grades 
as  established  in  said  act. 

Mr.  President,  the  president  of  the  New  Orleans  Cotton  Exchange  was  in  this  city 
yesterday,  and  I  had  a  discussion  with  him  about  the  effect  of  the  Comer  amendment. 
He  stated  that  the  amendment  was  couched  in  language  which,  to  him,  was  ambigu- 
ous, that  he  did  not  understand  exactly  what  it  meant,  and  he  was  very  fearful 
that  if  the  amendment  should  be  agreed  to  and  become  a  part  of  the  law  the  cotton 
exchange  would  not  know  how  to  carry  it  out,  and  people  making  contracts  for 
future  delivery  of  cotton  would  be  uncertain  as  to  what  meaning  the  law  intended 
to  convey.  I  asked  him  to  put  his  statement  in  writing,  which  he  did,  and  I  will 
read  it.     It  is  addressed  to  me,  dated  yesterday,  and  reads: 

Washington,  D.  C,  April  29,  1920. 
Hon.  Joseph  E.  Ransdell, 

United  States  Senator  from  Louisiana,  Washington,  D.  C. 
Dear  Senator:  After  carefully  reading  and  considering  Senator  Comer's  amend- 
ment to  bill  H.  R.  12272  I  have  come  to  the  conclusion,  although  I  have  not  had 
legal  advice,  that  the  ambiguity  of  the  language  of  the  said  amendment  is  such  as 
to  cause  considerable  confusion  and  litigation  and  the  probable  closing  of  the  cotton 
exchanges  until  a  final  decision  would  be  rendered  by  the  Supreme  Court  of  the 
United  States  if  it  should  be  adopted. 

I  would  like  to  state  at  this  point  that  I  talked  yesterday  with  another  member  of 
the  New  Orleans  Cotton  Exchange,  Mr.  Wolfe,  who  said  that,  in  his  judgment,  if  this 
amendment  were  agreed  to  as  written  there  would  be  no  transactions  on  the  exchange 
until  the  matter  had  been  submitted  to  the  Supreme  Court  for  a  construction  of  its 
language,  which  he  thought  would  take  at  least  two  years;  therefore  the  exchange 
would  be  closed  for  practically  two  years.     I  continue  reading: 

1.  I  quote  from  the  amendment  as  follows: 

' '  That  hereafter  each  lot  of  cotton  classified  as  tenderable  in  whole  or  in  part  on  a 
section  5  contract  of  said  act  as  amended  shall  give  to  the  buyer  the  right  to  demand, " 
etc. 

You  will  note  that  the  wording  states  that  cotton  shall  give  to  the  buyer  the  right 
to  demand.  How  can  cotton,  which  is  an  inanimate  thing,  possess  the  power  to  give 
the  buyer  a  right  to  demand? 

2.  A  matter  of  much  greater  importance  is  the  following: 

' '  That  hereafter  each  lot  of  cotton  classified  as  tenderable  in  whole  or  in  part  on  a 
section  5  contract  of  said  act  as  amended  shall  give  to  the  buyer  the  right  to  demand 
that  one-half  of  the  contract  shall  be  delivered  in  the  official  cotton  standard  grades 
of  the  United  States  from  the  grades  of  middling  fair,  strict  good  middling,  good  mid- 
dling, strict  middling,  and  middling." 

It  is  not  clear  whether  the  buyer  has  the  right  to  demand  that  one-half  of  the  con- 
tract is  to  be  delivered  proportionately  or  in  unequal  percentages  of  the  grades  of 
middling  fair,  strict  good  middling,  good  middling,  strict  middling,  and  middling, 
or  whether  the  buyer  can  demand  50  per  cent  of  any  one  of  these  five  grades. 

3.  The  particular  part  of  this  act  which  is  most  ambiguous  and  one  sure  to  be  ques- 
tioned is  as  follows: 

"And  that  the  seller  shall  have  the  option  of  delivering  the  other  half  of  said  con- 
tract from  any  of  the  official  cotton  standard  grades  as  established  in  said  act. " 

The  cotton  exchanges  are  now  operating  under  the  United  States  cotton  futures 
act  and  the  amendment  thereto  contained  in  the  wheat-guaranty  bill  of  March  4, 
1919. 

Neither  of  these  acts  establish  any  "official  cotton  standard  grades"  which  you 
will  note  the  language  of  the  Comer  amendment  requires. 

However,  the  United  States  cotton  futures  act,  section  9,  states: 

"Sec  9.  That  the  Secretary  of  Agriculture  is  authorized  from  time  to  time  to 
establish  and  promulgate  standards  of  cotton  by  which  its  quality  or  value  may  be 
judged  or  determined,  including  its  grade,  length  of  staple,  strength  of  staple,  color, 
and  such  other  qualities,  properties,  and  conditions  as  may  be  standardized  in 
practical  form,  which,  for  the  purposes  of  this  act,  shall  be  known  as  the  official 
cotton  standards  of  the  United  States.  " 

I  therefore  contend  that  the  seller  has  the  option  under  the  Comer  amendment  of 
delivering  50  per  cent  of  the  contract  from  the  20  grades  established  and  promulgated 
by  the  Secretary  of  Agriculture  under  section  9  of  the  United  States  cotton  futures 
act,  because  the"  amendment  thereto  of  March  4,  1919,  does  not  establish  or  authorize 
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the  making  of  official  standards,  and  the  words  contained  in  the  Comer  amendment — 
"of  the  official  cotton-standard  grades  as  established  in  said  act" — must  refer  to  the 
grades  established  and  promulgated  by  the  Secretary  of  Agriculture  under  the  United 
States  cotton  futures  act,  section  9,  because,  as  before  stated,  the  amendment  of 
March  4,  1919,  contains  no  such  provision. 
Respectfully  submitted. 

Edw.  J.  Butler, 
President  New  Orleans  Cotton  Exchange. 

Mr.  President,  I  have  looked  as  carefully  as  I  can  into  the  statements  contained 
in  Mr.  Butler's  letter  and  I  believe  he  is  entirely  correct.  The  reference  in  the  amend- 
ment of  the  Senator  from  Alabama  [Mr.  Comer]  is  clearly  to  the  act  of  1919,  not  the 
original  Smith-Lever  Act  of  1914.  It  was  under  the  original  act  of  1914,  section  9, 
that  the  Secretary  of  Agriculture  was  authorized  to  establish  standards  and  grades 
of  cotton.  Hence  if  the  Senate  is  to  adopt  the  amendment  of  the  Senator  from 
Alabama  it  should  clarify  the  language,  it  should  rewrite  and  make  clear  what  is 
meant. 

To  confirm  my  own  opinion  in  this  matter,  I  called  up  the  Bureau  of  Markets  this 
morning,  read  this  letter  to  them,  and  asked  what  construction  they  placed  upon  it? 
They  replied  that  they  had  no  right  whatsoever  as  an  administrative  bureau  to  be 
giving  any  advice  on  legislation,  but  if  I  asked  them  how  they  construed  the  Comer 
amendment  as  it  now  appears  in  the  bill  pending  before  the  conferees,  they  would 
eay  that  it  is  ambiguous;  that  they  do  not  understand  quite  what  it  means;  and  that 
if  CoDgress  is  to  pass  this  amendment  they  would  respectfully  suggest  that  it  be 
corrected  so  as  to  make  its  meaning  clear. 

Mr.  President,  I  shall  discuss  a  number  of  the  features  of  the  bill  before  I  get  through, 
but  that  criticism  of  Mr.  Butler,  backed  up  by  what  the  Bureau  of  Markets  says, 
illustrates  the  point  which  a  number  of  us  have  made  in  regard  to  the  amendment; 
that  it  is  a  hasty  and  ill-considered  piece  of  legislation;  that  it  was  not  submitted 
to  the  Committee  on  Agriculture  and  Forestry  when  the  bill  was  being  prepared; 
that  the  friends  and  foes  of  the  measure  had  no  opportunity  to  discuss  it  fully  before 
its  presentation  to  the  Senate.  It  came  up  first  on  the  floor;  it  came  up  in  the  rush 
of  legislation;  it  came  up  when  many  of  those  who  are  particularly  interested — Senators 
representing  cotton  States— were  absent  from  the  Senate,  and  it  was  agreed  to  without 
that  full  and  careful  consideration  which  should  be  given  to  important  legislation  like 
this. 

Bear  in  mind,  sir,  that  if  the  amendment  passes  it  will  practically  nullify  the  Smith- 
Lever  cotton  futures  act  passed  in  1914,  fully  six  years  ago,  an  act  which  has  been 
functioning  very  well  indeed;  an  act  which  has  corrected  many,  I  might  say  most 
all,  of  the  great  evils  which  were  complained  of  in  the  cotton-futures  business,  to  wit, 
the  practice,  especially  on  the  New  York  Exchange,  of  delivering  on  contract  a  very 
low  grade  of  nearly  worthless  cotton,  the  value  of  which  was  fixed  by  a  committee 
of  the  exchange,  not  at  its  real  value  as  compared  with  middling,  the  basis  of  the 
contract,  but  a  very  much  higher  price  than  its  real  value. 

It  was  the  iniquities  of  the  old  contract  which  were  sought  to  be  corrected  by  the 
Smith-Lever  bill,  and  they  were  corrected  by  it.  All  the  cotton  tenderable  under 
the  Smith-Lever  bill  was  good,  spinnable  cotton.  The  lowest  grade  was  good  ordinary. 
But  last  year,  to  make  assurance  doubly  sure,  Congress  amended  the  original  Smith- 
Lever  bill  and  removed  good  ordinary  from  the  tenderable  grades,  so  that  now  nothing 
can  be  delivered  below  the  grade  of  low  middling. 

In  defending  his  amendment  the  Senator  from  Alabama  [Mr.  Comer]  is  recorded 
in  the  Record  of  the  17th  of  this  month  as  saying: 

"The  greatest  objection  the  exchanges  have  to  the  amendment  is  that  in  a  great 
measure  it  takes  the  'bear'  out  of  the  transaction.  The  exchanges  want  the  low 
grades  kept  in  the  tender,  not  for  the  purpose  of  helping"  the  low  grades,  not  for  the 
purpose  of  benefiting  legitimate  trading,  but  for  the  purpose  of  increasing  the  oppor- 
tunity to  'bear'  the  market.  They  know  what  is  the  reason.  They  know  it.  This 
is  all  they  have  used  the  low  grades  for  the  past  year  and  all  the  years  back,  and  they 
know  it,  and  all  this  stuff  about  a  spinner's  contract  as  against  the  farmer's  and  dealer's 
contract  is  simply  intended  to  retain  an  advantage  in  which  the  game  can  be  played 
with  marked  cards,  and  they  know  it. 

"They  never  like  the  game  unless  they  can  mark  the  cards.  It  is  worse  than  a 
Negro  crap  game  where  loaded  dice  are  used.'' 

Those  are  pretty  strong  words  when  applied  to  many  of  the  high-grade  men  of  the 
New  Orleans  Cotton  Exchange.  There  are  no  better  men  in  America  than  they,  no 
more  honorable,  able,  upright  men. 
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Mr.  Comer.  Mr.  President 

The  Presiding  Officer.  Does  the  Senator  from  Louisiana  yield  to  the  Senator 
from  Alabama? 

Mr.  Ransdell.  Certainly. 

Mr.  Comer.  I  believe  the  Senator  said  just  now  that  on  the  New  York  Cotton 
Exchange  several  years  ago  a  very  bad,  ugly  game  was  played,  in  which  they  used 
punk  cotton  to  depress  the  market. 

Mr.  Ransdell.  I  have  understood  that  to  have  been  the  case.  I  can  not  testify 
personallv,  but  that  charge  was  made  on  the  floor  of  the  Senate  when  we  were  dis- 
cussing the  Smith-Lever  bill,  and  it  was  largely  on  the  statements  made  at  that  time 
that  we  changed  the  former  rule. 

Mr.  Comer.  I  will  give  the  Senator  a  little  further  information  on  that  point.  Two 
years  ago  on  the  New  York  Cotton  Exchange  there  was  an  operator  who  had  sold 
10,000  bales  and  had  this  low-grade  cotton  to  threaten  a  tender,  and  reaped  a  harvest 
on  New  York  Exchange  on  that  kind  of  a  transaction.  He  then  sent  the  cotton  to 
New  Orleans  to  deliver  on  a  similar  transaction.  It  had  been  understood  for  years 
that  this  low-grade  cotton  assembled  in  New  York  was  used  for  that  purpose,  and  it 
was  also  written  in  the  Knox  corporation  report  that  in  New  York  some  of  the 
exchange  members  who  had  the  fixing  of  differences  in  the  prices  of  the  cotton 
to  be  tendered,  the  low  grade  and  otherwise,  had  sold  the  market  and  make  the  dif- 
ferences out  less  than  the  commercial  price  and  reaped  a  big  harvest  on  that  account. 

I  want  to  ask  the  Senator,  if  I  may,  were  they  honorable,  honest  men?  Were  they 
good  men?  On  that  exchange  you  have  the  same  men  in  New  York  that  you  have  in 
New  Orleans,  and  you  have  some  of  the  very  best  merchants — you  have  Hubbard 
and  Carpenter  and  McFadden,  and  all  of  thosa.  The  question  is,  were  they 
honorable  men,  too,  or  were  they  dishonorable  men? 

I  just  want  to  get  what  you  are  stating  here.  What  I  am  charging  is  that  a  game  was 
played  with  marked  cards  or  loaded  dice. 

Mr.  Ransdell.  I  know  nothing  whatsoever 

Mr.  Comer.  But  you  ought  to  know.  You  are  charging  this.  You  charge  that  it 
was  wrong  in  New  York  and  yet  I  charge  the  same  thing  in  New  Orleans. 

Mr.  Ransdell.  I  demand  proof  of  you  or  of  anyone  else,  because  in  New  Orleans 

Mr.  Comer.  I  will  give  it  to  you. 

Mr.  Ransdell.  If  you  have  their  names,  I  should  like  to  have  them  put  in  the 
Record. 

Mr.  Comer.  I  will  do  it.  I  will  say  that  two  years  ago  we  bought  some  cotton  in 
New  Orleans 

Mr.  Ransdell.  From  whom? 

Mr.  Comer.  I  do  not  remember  just  this  minute. 

Mr.  Ransdell.  I  should  like  to  have  the  details,  the  place,  the  circumstances. 

Mr.  Comer.  You  will  get  the  facts. 

Mr.  Ransdell.  It  is  for  the  Senator  to  show  them. 

Mr.  Comer.  What  I  am  stating  is  the  fact.  We  had  delivered  to  us  100  bales  on 
contract,  and  in  this  delivery  of  100  bales  there  were  16  different  styles  of  low-grade 
cotton,  impossible  of  almost  any  kind  of  use.  I  sent  the  statement  to  the  Senator 
from  Georgia  (Mr.  Smith).  I  sent  him  the  name  and  the  list  of  the  cotton,  and  also 
to  the  Senator  from  South  Carolina  (Mr.  Smith),  and  called  attention  to  the  outrageous 
dealings  that  were  perpetrated  on  those  exchanges  by  the  men.  I  am  not  attacking 
their  character.  I  am  attacking  their  method  of  business,  a  method  we  are  demanding 
should  be  changed,  and  it  is  right  that  it  should  be  changed. 

Mr.  Ransdell.  Does  not  the  Senator  think  that  after  making  such  a  serious  charge 
as  that  he  ought  to  tell  the  Senate  the  firm  that  sent  him  that  100  bales  of  this  very  low 
cotton,  this  cotton  which  was  not  tenderable  under  the  contract? 

The  Senator  is  a  man  of  considerable  wealth,  or  reputed  to  be,  and  is  a  man  cer- 
tainly of  great  intelligence.  Why  did  he  not  prosecute  the  people  for  that?  They 
certainly  had  no  right  to  tender  such  cotton  as  that  under  the  terms  of  the  Smith- 
Lever  Act  passed  in  1914.  The  Senator  said  it  was  two  years  ago.  Do  not  generalize. 
Particularize. 

An  ordinary  criminal  when  charged  with  murder  is  entitled  to  be  told  the  time, 
the  place,  the  circumstances  of  the  alleged  crime;  that  he,  John  Brown,  did  on  a 
certain  day  kill  and  murder  Bill  Jenks.  Now,  the  Senator  has  made  this  charge 
against  the  New  Orleans  Cotton  Exchange,  and  I  demand  of  him  to  name  the  men 
who  did  it,  and  to  say  why  he  did  not  prosecute  them. 

Mr.  Comer.  May  I  interrupt  the  Senator  there? 

The  Presiding  Officer.  Does  the  Senator  from  Louisiana  yield  to  the  Senator  from 
Alabama? 

Mr.  Ransdell.  Yes;  the  Senator  may  interrupt  me. 
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Mr.  Comer.  I  did  not  prosecute,  because  the  whole  transaction  was  done  within 
the  law,  the  law  which  we  are  proposing  right  now  to  amend,  and  which  should  be 
changed;  that  is  why  I  did  not  do  so. 

Mr.  Ransdell.  How  could  that  be  done  within  the  terms  of  the  Smith-Lever 
law? 

Mr.  Comer.  Because  the  law  authorized  the  delivery  of  that  kind  of  cotton. 

Mr.  Ransdell.  The  Smith-Lever  Act  says 

Mr.  Comer.  The  Smith-Lever  Act  authorized  it,  or  it  was  so  construed  at  any  rate. 

The  Presiding  Officer.  The  Chair  wishes  to  remind  Senators  of  Rule  XIX  of  the 
Senate. 

Mr.  Comer.  I  thank  the  Chair  very  much,  indeed. 

The  Presiding  Officer.  It  is  impossible  for  the  reporter  to  report  the  debate. 

Mr.  Ransdell.  I  should  like  to  remind" the  Senator  from  Alabama  that  there  is  no 
reason  why  we  should  get  excited.  Under  the  terms  of  the  Smith-Lever  law — and  I 
should  like  to  read  it  and  show  the  Senator  what  the  Smith-Lever  law  provides — no 
other  cotton  than  "good  ordinary"  can  be  delivered  under  the  terms  of  the  contract. 
That  law  was  passed  in  1914,  and  was  reenacted 

Mr.  Comer.  If  the  Senator  will  allow  me 

Mr.  Ransdell.  If  the  Senator  will  pardon  me,  I  will  yield  him  the  floor  in  a  moment. 
The  law  was  first  passed  in  1914,  and  was  reenacted  in  the  agricultural  appropriation 
bill  of  1916.  Here  is  what  it  says.  I  will  let  any  Senator  decide  the  matter  for  him- 
self.   The  act  after  referring  to  the  contract  then  provides: 

"Fifth.  Provide  that  cotton  that,  because  of  the  presence  of  extraneous  matter  of 
any  character  or  irregularities  or  defects  is  reduced  in  value  below  that  of  'good  ordi- 
nary,' or  cotton  that  is  below  the  grade  of  'good  ordinary,'  or,  if  tinged,  cotton  that  is 
below  the  grade  of  'low  middling,'  or,  if  stained,  cotton  that  is  below  the  grade  of 
'middling,'  the  grades  mentioned  being  of  the  official  cotton  standards  of  the  United 
States." 

And  so  on. 

As  I  have  stated,  the  Smith-Lever  law  was  passed  in  1914;  and  under  the  terms  of 
that  law  one  can  not  contract  on  any  of  the  exchanges  in  this  country  for  cotton  below 
"good  ordinary."  I  say,  though  I  am  not  a  spinner,  n  information  received,  that 
"good  ordinary"  is  spinnable  cotton.  There  are  many  grades  of  cotton  below  "good 
ordinary."  The  cotton  to  which  reference  has  been  made  and  which  it  is  said  was 
tenered  on  the  New  York  market  years  ago  was  far  below  the  grade  of  ' '  good  ordinary . ' ' 
I  do  not  see  how  it  were  possible  for  the  Senator  from  Alabama  to  have  cotton  tendered 
to  him  under  the  future  contract  provided  for  in  the  Smith-Lever  law  which  was 
below  "good  ordinary." 

Mr.  Comer.  May  I  interrupt  the  Senator? 

The  Presiding  Officer.  Does  the  Senator  from  Louisiana  yield  to  the  Senator 
from  Alabama? 

Mr.  Ransdell.  I  shall  be  very  glad  to  have  the  Senator  interrupt  me. 

Mr.  Comer.  If  the  Senator  from  Louisiana  will  excuse  me,  I  will  say  that  a  majority 
of  the  mills  do  not  use  cotton  below  middling.  That  is  why  the  grades  middling  and 
above  are  comparatively  high  now.  There  are  middling,  strict  low  middling,  low 
middling,  strict  ordinary,  and  good  ordinary.  "Good  ordinary"  is  pretty  low  down, 
and  nine-tenths  of  the  mills  do  not  use  "good  ordinary." 

In  addition  to  that  you  have  in  low  middling,  not  low  middling  white,  but  low 
middling  yellows,  low  middling  spotted,  low  middling  tinged — three  grades:  you 
have  strict  low  middling  yellows,  strict  low  middling  spotted,  and  strict  low  middling: 
tinged;  you  have  in  middling,  middling  tinged,  middling  yellows,  middling  spotted, 
middling  stains,  a  grade  of  cotton  through  which  runs  a  deep  yellow  color.  Very  few 
of  the  mills  can  use  it.  Then  you  have  strict  middling  stains,  and  so  on.  With  all 
of  these  grades  I  am  perfectly  familiar,  and  when  I  make  a  statement.  Senator,  it  is 
right  along  the  line  of  direct  facts;  I  mean,  I  have  been  in  contact  or  seen  others  in 
contact  with  the  actual  transaction.  Under  the  Smith-Lever  law,  allowing  the  21 
grades,  there  are  5  grades  of  middling  and  above,  and  there  are  16  low  grades,  you 
understand,  and  when  you  get  those  16  grades  together  and  conglomerate  them,  the 
man  who  delivers  them,  I  do  not  care  who  he  is.  intended  the  cotton  should  not  be 
used.  Such  a  transaction  as  that  is  not  business;  such  a  transaction  as  that  ought  to 
be  outlawed.  The  cotton  people  of  the  South  demand  of  you  that  you  give  us  a  eon- 
tract  that  will  be  honest  to  the  buyer  and  to  the  seller,  a  business  contract  under  which 
business  men  can  use  the  cotton.  That  is  what  we  ask.  We  are  not  attacking  the 
character  of  the  men  who  make  such  sales  any  more  than  the  Senator  ironi  North 
Dakota  [Mr.  Gronna]  has  attacked  the  character  of  the  men  who  operate  the  corn 
exchanges,  the  grain  exchanges,  and  the  meat  exchanges.  We  are  not  attacking 
their  character  at  all;  we  are  attacking  the  practice  of  the  exchanges,  as  the  methods 
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are  authorized  and  carried  on  in  the  exchanges.  It  is  wrong  that  these  practices 
should  continue. 

This  is  not  a  new  idea;  this  is  a  continuation  of  a  fight  that  has  been  going  on  for 
years;  it  is,  I  repeat,  not  a  new  thing,  but  is,  in  fact,  old. 

Mr.  Ransdell.  May  I  ask  the  Senator  if  he  will  not  kindly  tell  us  what  the  21 
grades,  to  which  he  refers,  are? 

Mr.  Comer.  Yes,  sir. 

Mr.  Ransdell.  As  I  read  the  law,  there  are  only  10  grades  provided  for  in  the 
Smith-Lever  Act,  everything  above  and  including  "good  ordinary." 

Mr.  Comer.  The  difficulty  lies  in  the  way  the  Bureau  of  Markets  has  construed  the 
law;  it  was  the  Bureau  of  Markets  that  murdered  it;  and  I  told  them  so  myself;  I 
told  them,  "You  have  ruined  the  law,  and  it  is  all  wrong." 

Mr.  Ransdell.  Then,  does  the  Senator  charge  that  the  United  States  Bureau  of 
Markets,  as  well  as  the  New  Orleans  Cotton  Exchange  and  the  New  York  Cotton 
Exchange,  have  been  guilty  of  gross  misdoings  in  this  matter? 

Mr.  Comer.  Not  only  do  I  charge  it,  but  I  wrote  them  so.  I  had  a  correspondence 
with  them  two  years  ago  and  openly  charged  that  the  law  was  being  administered  for 
the  use  of  the  speculators  and  the  gamblers.  I  openly  made  that  charge,  and  they 
have  it  on  their  files. 

Mr.  Ransdell.  One  question,  please.  The  Senator  has  been  talking  considerably, 
and  I  have  been  very  generous,  I  think,  in  yielding  time  to  him. 

Mr.  Comer.  I  thank  the  Senator  very  much. 

Mr.  Ransdell.  I  call  the  attention  of  the  Senator  to  the  fact  that  he  has  neglected 
to  name  the  criminal.  He  states  that  he  had  this  contract  for  100  bales.  Now,  I  ask 
him  to  name  the  criminal,  the  time,  and  the  place. 

Mr.  Comer.  We  did  most  of  our  business  during  that  year  through  Lowry  &  Co. 
They  delivered  the  cotton  according  to  the  law;  they  did  not  deliver  it  unlawfully; 
it  was  lawful  cotton;  but  the  law  which  permits  such  transactions  we  demand  shall 
be  changed. 

Mr.  Ransdell.  Mr.  President  and  Senators,  the  Senator  from  Alabama  says  that 
this  transaction,  affecting  100  bales  of  cotton,  was  so  utterly  vicious  and  bad— — 

Mr.  Comer.  It  was  vicious  and  bad. 

Mr.  Ransdell.  That  he  actually  wrote  to  the  Senator  from  Georgia  about  it.  It 
surely  must  have  made  sufficient  impression  upon  him  to  remember  the  firm  which 
swindled  him  so  badly  on  this  hundred  bales  of  cotton. 

Mr.  Comer.  Let  us  get  that  back 

The  Presiding  Officer.  Does  the  Senator  from  Louisiana  yield  to  the  Senator 
from  Alabama? 

Mr.  Ransdell.  I  yield. 

Mr.  Comer.  I  ask  to  be  excused  for  my  impetuosity,  perhaps;  I  am  not  accustomed 
to  debate  here;  it  is  all  new  to  me. 

Mr.  Ransdell.  I  yield  to  the  Senator. 

Mr.  Comer.  I  never  said  I  was  swindled. 

Mr.  Ransdell.  I  understood  the  Senator  in  that  way. 

Mr.  Comer.  I  did  not  intimate  that  I  was  swindled;  I  said  the  whole  transaction 
was  within  the  law;  but  that  the  law  which  allowed  such  infamous  transactions  ought 
to  be  repealed,  for  it  is  wrong.     That  is  what  I  said. 

Mr.  Ransdell.  Did  not  the  Senator  intimate 

Mr.  Comer.  I  did  not  intimate  anything  at  all. 

Mr.  Ransdell.  Well,  let  me  ask  the  Senator,  then,  did  he  not  indicate  to  the 
Senate  that  in  this  transaction,  in  connection  with  100  bales  of  cotton  on  the  New 
Orleans  Exchange,  he  had  been  very  badly  treated? 

Mr.  Comer.  No,  sir. 

Mr.  Ransdell.  Very  well;  if  the  Senator  retracts  what  he  has  just  stated 

Mr.  Comer.  I  do  not  retract. 

Mr.  Ransdell.  Then  I  will  go  ahead. 

Mr.  Comer.  I  said  I  had  been  treated  badly  by  the  law;  that  is  what  I  said. 

Now,  if  the  Senator  will  permit  me  to  make  the  matter  a  little  bit  wider.  At  the 
same  time  we  took  a  hundred  bales  of  cotton  in  New  York  through  Carpenter  &  Co. 
we  took  up  a  hundred  bales  through  Hubbard  Bros.,  nice  men,  good  men,  but  each 
one  of  those  hundred  bales  had  12  different  styles  of  low-grade  cotton  which  was 
tendered  for  the  purpose  of  preventing  its  use.  We  kept  that  cotton  in  New  York  for 
three  months,  with  instructions  to  them  to  sell  it,  but  they  could  not  get  a  buyer, 
and  after  keeping  it  there  for  three  months  and  being  unable  to  sell  it,  or  to  make  a 
price  on  it,  we  sold  it  back  to  the  exchange,  and  delivered  it.  Now,  what  kind  of  a 
transaction  is  that? 
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Mr.  Ransdell,  I  am  not  attempting  to  prove  that  all  exchanges  and  the  members 
thereof  are  white-robed  angels;  I  am  simply  trying  to  show  that,  in  a  general  way,  the 
transactions  of  the  exchanges  are  legitimate;  and  I  believe  that  Senators  in  the  main 
will  agree  that  they  are. 

Mr.  Comer.  Excuse  me,  please 

Mr.  Ransdell.  There  may  be  some  rascally  transactions  conducted  there,  just  as 
there  are  in  every  business  of  life. 

Mr.  Comer.  I  never  said  "rascally";  I  said  within  the  law  the}^  perpetrated  a  trans- 
action that  was  not  business;  that  is  what  I  said. 

Mr.  Ransdell.  Let- me  ask  the  Senator  if  within  the  law  these  exchanges  did 
something  the  result  of  which  was  to  deprive  a  man  of  his  property,  would  not  that  be 
rascally?    It  looks  to  me  like  it  would;  I  can  not  look  at  it  in  any  other  way. 

Mr.  President,  in  consequence  of  this  attack  on  the  cotton  exchanges,  it  may  be 
well  for  the  Members  of  the  Senate  to  know  what  the  report  of  the  Committee  on 
Agriculture  on  the  Smith-Lever  bill,  Sixty-third  Congress,  second  session  (H.  Rept. 
765),  says  of  the  functions  and  economic  uses  of  the  cotton  exchanges.  This  is  a  con- 
gressional document  issued  recently;  listen  to  it,  Senators: 

"It  is  the  opinion  of  the  committee  that  the  abolition  of  the  cotton  exchanges 
would  result  inevitablv  in  the  monopolizing  of  the  entire  cotton  crop  into  the  hands 
of  a  very  few  powerful  interests,  with  the  force  and  means  to  fix  the  price  at  which 
the  farmer  would  be  compelled  to  sell  his  cotton.  Fully  75  per  cent  of  American 
produced  cotton  leaves  the  hands  of  the  producer  during  the  four  months  of  September, 
October,  November  and  December.  It  takes  no  stretch  of  the  imagination  to  foresee 
how  utterly  helpless  the  farmer,  as  a  class,  would  be  in  his  present  disorganized  con- 
dition as  a  factor  in  fixing  the  price  of  his  own  products,  as  against  the  organized  genius 
and  money  of  the  spinners  and  powerful  spot-cotton  dealers." 

Let  me  repeat  those  words: 

"As  against  the  organized  genius  and  money  of  the  spinners  and  powerful  spot- 
cotton  dealers." 

Mr.  Comer.  Mr.  President 

Mr.  Ransdell.  I  decline  to  yield  for  the  present. 

The  Presiding  Officer.  The  Senator  from  Louisiana  declines  to  yield. 

Mr.  Ransdell.  Let  me  finish  this  thought,  and  then  I  will  gladly  yield. 

"Any  legislation,  therefore,  which  eliminates  from  the  cotton  trade  the  element 
of  legitimate  speculation  and  legitimate  speculators,  must,  in  the  opinion  of  the 
committee,  result  disastrously  to  the  producers." 

That  is  not  what  a  cotton  man  said;  it  is  what  the  committee  of  the  United  States 
Congress  reported^  namely,  that  the  elimination  of  these  exchanges  would  result 

disastrously  to  the  cotton  producers.     But  to  continue 

"especially  at  that  season  of  the  year  when  the  bulk  of  the  crop  is  moving  from  him 
into  the  channels  of  commerce.  Cotton  exchanges  properly  regulated  in  their  opera- 
tions, in  that  thev  afford  opportunities  for  legitimate  speculation,  may  be  made  to 
be  of  real  benefit  to  farmers,  merchants,  and  spinners.  The  legitimate  speculator, 
operating  through  the  exchanges,  is  the  only  buffer  standing  between  the  helpless 
producer  and  the  powerful  buyer  of  his  product." 

I  now  yield  for  a  question.  I  would  remind  the  Senator  that  I  am  willing  to  yield 
for  a  question,  but  not  for  a  speech. 

.  Mr.  Comer.  I  would  like  to  ask  the  Senator  a  question.  Does  he  think  the  stabi- 
lizing of^  the  value  of  cotton  on  the  exchange,  and  the  proper  functioning  of  the  ex- 
change in  representing  the  true  value  of  cotton,  would  tend  to  destroy  it?  The 
exchanges,  as  the  Senator  knows,  are  supposed  to  be  an  index  of  prices,  and  are  not 
supposed  to  be  anvthing  else.  Does  not  the  Senator  think  that  the  law  of  supply 
and  demand  governs  the  price  of  cotton  everywhere? 

I  believe  in  the  exchanges.  I  believe,  when  they  are  functioning  right,  that  they 
are  first-class  propositions.  All  on  earth  that  these  measures  are  trying  to  do  is  to 
have  the  exchanges  do  just  what  they  purport  to  do,  and  that  is  to  render  a  true  index 
of  the  value  of  cotton,  which,  as  the  Senator  knows,  thev  have  not  done  for  a  long 
time. 

Mr.  Ransdell.  I  can  not  admit  the  last  statement  at  all.  I  believe  they  have 
functioned  satisfactorily,  certainly  since  the  passage  of  the  Smith-Lever  Act. 

Mr.  Comer.  Can  I  convince  the  Senator? 

Mr.  Ransdell.  No;  I  want  to  try  to  answer  the  Senator's  question.  The  Senator 
has  asked  me,  as  I  understood  the  question,  if  the  price  of  cotton  is  not  regulated 
solely  bv  the  law  of  supply  and  demand,  or  certainly  very  largely.  There  is  no  dis- 
pute between  us  on  that  proposition.  Supply  and  demand  is  the  great  regulator  of 
all  prices;  but,  Mr.  President  and  Senators,  cotton  is  a  commodity  that  is  handled 
throughout  the  entire  year.  It  is  gathered  by  the  producer  in  two  or  three  fall  months, 
and  it  should  be  marketed  very  gradually  for  the  next  12  months,  until  the  cotton 
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comes  in  again.  Ordinarily  the  farmer  is  not  a  man  of  large  means.  The  producer, 
the  farmer,  should  have  some  kind  of  stabilizing  influence  or  agency — some  kind  of 
insurance,  if  you  please.  I  may  say  to  the  Senator  from  Alabama  that  I  should  be 
a  very  unhappy  man  if  I  could  not  insure  my  property,  my  ginhouse,  barns,  dwell- 
ings, store  property,  and  so  forth.  I  find  it  necessary  to  insure  every  dollar's  worth 
of  property  that  I  have,  and  so  does  every  prudent  business  man.  Now,  the  spirit 
of  the  exchange,  I  say — there  mav  be  some  people  in  it  who  violate  that  spirit,  but 
the  proper  spirit  back  of  the  exchange — is  to  create  an  insurance  agency,  a  vehicle 
of  stabilizing,  by  means  of  insurance,  the  transactions  in  cotton.  That  is  exactly 
what  it  does;  and  in  that  connection  I  wish  to  read  at  this  time  a  very  interesting 
letter  from  a  gentlemen  who  was  referred  to  yesterday  by  the  Senator  from  Alabama 
in  rather  derogatory  terms. 

He  read  a  letter  from  Mr.  Helgason,  of  Vicksburg,  in  which  Mr.  W.  B.  Thompson, 
of  New  Orleans,  was  spoken  of  as  a  man  who,  in  connection  with  "that  New  Orleans 
bunch,"  would  "not  hesitate  at  anything  to  perpetuate  gambling  in  cotton  in  its 
worst  form,"  and  so  forth.  I  wish  to  say  that  I  have  known  Mr.  Thompson  for  many 
years  and  enjoy  the  honor  and  pleasure  of  his  friendship.  There  is  not  in  the  city 
of  Washington  at  this  moment  a  more  intellectual  man  than  W.  B.  Thompson.  I 
have  never  heard  even  areflection  againsthis  character  tor  probity  and  fair  dealing 
in  every  way.  He  is  a  big  cotton  commission  merchant  and  sells  cotton  for  the  pro- 
ducers. He  has  been  for  years  a  large  cotton  producer  himself.  I  do  not  know  that 
he  is  to-dav,  but  until  three  years  ago  he  owned  three  plantations  in  my  home  par- 
ish— East  Carroll,  La. — and  I  know  that  there  is  hardly  to  be  found  anywhere  a  better 
or  a  more  intellectual  man  than  Mr.  Thompson. 

If  you  will  listen  to  this  letter  you  will  find  that  he  is  a  man  of  a  high  abilitv.  It 
is  a  letter  addressed  on  the  9th  of  this  month  to  Mr.  J.  C.  Wannamaker.  president  of 
the  American  Cotton  Association,  St.  Matthews,  S.  C,  and  signed  by  Mr.  Thompson 
in  his  capacity  as  chairman  of  the  Louisiana  division  of  the  American  Cotton 
Association. 

I  will  state  that  Mr.  Thompson  has  taken  the  greatest  interest  in  building  up  this 
association  of  cotton  producers  in  Louisiana;  not  spinners,  but  men  who  produce 
the  cotton  from  the  ground  bv  the  sweat  of  their  brow.  I  have  the  honor  myself  of 
being  one  of  ite  charter  members  in  Louisiana,  and  I  can  not  stand  quietly  by  and 
see  letters  put  in  the  Record  assailing— and  I  do  not  believe  it  was  the  intention  of 
the  Senator  from  Alabama  to  assail — the  character  of  that  excellent  man;  but  that 
was  the  purport  of  the  letter  which  the  Senator  inserted  in  the  Record. 

Mr.  Comer.  Mr.  President 

The  Presiding  Officer.  Does  the  Senator  from  Louisiana  yield  to  the  Senator 
from  Alabama? 

Mr.  Ransdell.  I  will  yield  when  I  finish  this  letter. 

The  letter  to  Mr.  Wannamaker  reads: 

[American  Cotton  Association,  Louisiana  division.    Membership  campaign  headquarters.    806  Perdido 
Street,  New  Orleans,  La.    Phone  Main  6836.] 

April  2,  1920 
Mr.  J.  S.  Wannamaker, 

President  American  Cotton  Association, 

St.  Matthews,  S.  C. 

Dear  Mr.  Wannamaker:  I  am  in  receipt  of  your  wire  of  the  29th  instant,  as 
follows: 

'  •  Comer  amendment  offered  without  our  knowledge.  Please  write  fully  your  judg- 
ment of  disadvantage  to  same.  Many  strong  friends  in  favor  amendment,  stating  will 
improve  value  of  contract,  preventing  depression  of  prices;  that  producer  will  have 
extra  inducement  for  improving  production  and  harvesting.  Especially  anxious  to 
have  your  judgment  on  account  profound  regard  for  same." 

That  was  the  telegram  Mr.  Wannamaker  sent  to  Mr.  Thompson,  and  here  is  his 
reply: 

•'In  times  past  I  have  made  a  rather  close  study  of  the  future  contract  and  I  have 
long  since  come  to  the  conclusion  that  its  chief  and,  indeed,  its  only  value  lies  in  the 
protection  it  affords  buyers  and  sellers  of  cotton  and  manufacturers  of  cotton  goods. 
When  the  future  contract  market  functions  normally,  the  owner  of  cotton,  pending 
•3uch  time  as  he  can  market  the  same,  or,  if  he  be  a  farmer,  before  he  has  made  the 
same,  can  insure  himself  against  loss  by  selling  a  future  contract  hedge;  the  cotton 
buyer  can  make  forward  contracts  with  the  spinner  before  he  has  any  cotton  in  hand 
and  protect  himself  against  loss  by  buying  a  future  contract  hedge;  and  the  manu- 
facturer may  make  forward  contracts  for  the  sale  of  his  product  before  he  has  cotton 
in  hand  or  a  specific  grade  contract  with  spot  merchant  or  broker  and  insure  himself 
against  loss  by  buying  a  future  contract  hedge." 
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Senators,  this  is  somewhat  academic,  but  it  is  a  most  difficult  and  intricate  subject, 
so  I  trust  you  will  be  patient  while  I  read  this  letter: 

"It  is  this  hedge  or  price  insurance  function  of  the  future  contract  which  makes  it 
valuable  to  the  trade.  It  was  never  intended  nor  will  it  ever  be  possible  to  make  the 
future  contracts  for  cotton  bought  and  sold  around  the  rings  of  the  exchanges  take  the 
place  of  direct  dealings  for  specific  grades  and  staples  between  the  manufacturer  and 
the  spot  merchant." 

I  may  interlard  here  that  the  Smith-Lever  bill  contains  definite  provision  for 
specific  contracts  set  out  in  full  in  paragraph  10.  One  can  make  a  contract  for  future 
delivery  under  the  terms  of  that  bill,  but  it  is  a  specific  contract,  not  a  future  contract. 
To  proceed: 

"These  contracts,  which  provide  the  protection  aforesaid  to  those  who  do  not  want 
to  speculate,  are  supplied  primarily  by  those  who  want  to  speculate  and  whose  business 
it  is  to  speculate.  These  latter  are  the  underwriters,  who  assume  the  risk.  From  this 
postulate  it  is  obvious,  therefore,  that  the  form  of  the  contract  or  the  character  and 
extent  of  the  obligation  to  which  the  speculative  seller  or  buyer  is  called  upon  to 
commit  himself  becomes  the  determining  factor  in  the  existence  of  a  future-contract 
market.  If  the  contract  is  too  narrow,  or  if  it  contains  conditions  which  place  the 
seller  at  a  disadvantage,  then  there  will  always  be  more  buyers  than  sellers,  and  in 
consequence  the  contract  will  go  to  an  artificial  premium,  and  if  these  disadvantages 
are  exaggerated  the  price  of  contracts,  irrespective  of  the  value  of  cotton,  will  go 
through  the  roof,  and  you  will  no  longer  have  any  contract  market,  because  nobody 
will  be  willing  to  take  the  short  side  of  the  contract.  If,  on  the  other  hand,  the  con- 
tract be  too  broad  and  the  advantages  all  lie  with  the  seller,  buyers  will  be  driven 
from  the  market,  and  the  whole  system  of  future  trading  will  be  destroyed. 

"In  order,  therefore,  that  supply  of  contracts  may  be  forthcoming  and  a  future- 
contract  market  possible,  it  is  necessary  that  the  authorized  contract  shall  be  one  to 
which  both  the  speculative  buyer  and  seller  will  be  willing  to  commit  himself.  It 
must  be  a  basis  contract,  because  no  speculative  seller  of  future  contracts  would 
commit  himself  to  an  obligation  to  deliver  a  specific  grade  which  it  might  be  impossible 
to  obtain,  and  the  range  of  deliverable  grades  should  be  sufficiently  wide  to  give  him 
a  reasonable  assurance  that  he  could  secure  the  cotton  necessary  to  liquidate  his  con- 
tract should  he  be  called  upon  to  do  so.  On  the  other  hand,  the  buyer  must  have 
assurance  that  he  will  not  be  called  upon  to  take  delivery  of  unmarketable  cotton  or 
of  any  cotton  at  artificial  price  differences. 

"I  indulge  in  this  somewhat  prolonged  academic  discussion  in  order  that  you  may 
understand  the  reason  for  my  opposition  to  the  Comer  amendment. 

"I  am  very  much  in  favor  of  the  future-contract  market  properly  regulated.  In 
fact  it  is  my  opinion  that  it  would  be  a  great  calamity  to  the  producer  if  the  future 
markets  were  destroyed  or  impaired." 

Mr.  Thompson  agrees  in  that  particular  with  the  committees  of  Congress  in  their 
recent  report,  to  which  I  have  already  alluded. 
He  continues: 

"I  am  opposed  to  the  Comer  amendment  because,  in  my  opinion,  it  so  narrows  the 
contract  that  its  effect  would  be  to  drive  out  sellers,  which  would  have  the  effect  of 
running  up  the  prices  of  the  contract  to  abnormal  premiums,  which  in  turn  would 
eventually  destroy  the  future  contract  as  a  trade  agency  for  hedging  purposes.  If  this 
were  the  case,  there  would  then  be  no  reason  for  the  existence  of  a  future-contract 
market  and  it  would  not  be  tolerated. 

"It  is  true  that  under  the  present  grade  limitations  the  future  contract  has  been 
ruling  at  a  discount  under  the  spots,  but  this  discount  is  not,  in  my  opinion,  due  to 
the  grade  limits.  Low-middling  white  cotton,  the  lowest  grade  deliverable,  is  in 
spinning  value  a  very  good  grade  of  cotton.  It  does  not  by  any  means  belong  in  the 
category  of  those  worthless  grades  which  have  been  in  times  past  used  under  the  fixed 
difference  system  of  the  New  York  Exchange  prior  to  the  Smith-Lever  law  for  the 
purpose  of  manipulation.  It  is  true  that  low  middling  is  not  and  has  not  been  in 
active  demand,  but  if  all  grades  are  to  be  eliminated  from  contract  deliveries  because 
they  temporarily  are  not  in  demand,  regardless  of  spinning  value,  then  we  would 
have  a  most  unstable  and  erratic  contract,  which  would  be  of  no  use  whatsoever  to 
the  cotton  trade. 

"The  reason  for  the  discount  of  contracts  under  spots  is  primarily  because  the 
speculative  element  which  looks  for  deflation  and  lower  prices  is  in  the  majority. 
You  will  recall  that  these  discounts  are  larger  as  the  maturity  of  the  contra  ts  is 
extended  and  grow  less  as  approach  is  made  to  the  current  month."  As  a  matter  of  fact, 
it  is  the  history  of  the  future-contract  movement  that  the  current-month  contracts 
run  up  to  a  parity,  or  approximately  so,  and,  in  the  recent  New  York  March  case,  to  a 
premium.     This  proves  conclusively  that  the  contract  as  it  now  stands  is  a  perfectly 
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good  contract  and  the  future  discounts  are  not  the  results  of  any  vice  in  the  contract, 
but  rather  of  the  psychology  of  the  speculative  trade  in  respect  to  future  develop- 
ments. 

"I  am  just  as  much  opposed  to  broadening  the  contractus  I  am  to  narrowing  it. 
We  must  remember  that  these  are  abnormal  times  in  all  lines  of  business  and  that 
we  can  not  expect  the  future  contracts  to  function  as  in  normal  times.  It  is  as  much 
a  mistake  to  try  to  rectify  abnormal  conditions  by  meddling  with  the  future  contract 
as  it  is  to  try  to  restore  a  fever  patient  by  doctoring  the  thermometer  which  regis- 
ters his  temperature. 

m  "The  present  contract  is  not  sufficiently  wide  to  admit  of  delivery  of  grades  intrin- 
sically valueless,  nor  is  it  so  narrow  as  to  deter  any  reasonable  trader  from  selling 
under  its  terms  of  delivery.  It  is  a  good  contract,  and  if  we  meddle  with  it  we  might 
and  probably  would,  bring  consequences  of  which  the  meddlers  do  not  dream. 

"Of  course,  the  spinners  desire  a  narrower  contract.  Those  who  do  not  use  any- 
thing lower  than  strict  middling  cotton  would  favor  even  a  strict  middling  contract, 
but  they  do  not  seem  to  understand  that  the  future  contracts  entered  into  around 
the  ring  can  not  possibly  take  the  place  of  direct  contracts  for  specific  grades  and 
staples  made  between  themselves  and  spot  merchants.  The  function  erf  a  future 
contract  is  to  supply  protection  and  not  specific  performance.  It  is  an  insurance 
policy.  The  insured  under  a  fire  policy  receives  remuneration  for  his  loss,  not  the 
rebuilding  of  just  such  a  house  as  his  fancy  might  dictate.  If  the  men  who  want 
insurance  should  pass  a  law  which  would  require  the  underwriters  to  furnish  a  par- 
ticular kind  of  house  in  accord  with  the  wishes  of  the  insured,  the  result  would  be 
that  he  would  deprive  himself  of  all  insurance,  because  the  underwriters  would  not 
write  such  a  policy. 

''Of  course,  you  and  I  and  the  producers  want  a  high  price  for  cotton,  but  if  we 
drive  the  short  sellers  out  of  the  market  we  will  advance  the  price  of  contracts  with- 
out increasing  the  amount  realized  by  the  producer,  and  we  will  destroy  a  trade 
system  which  is  and  has  been  of  the  greatest  value  in  the  problem  of  marketing  cotton. 

"I  think,  therefore,  that  we  should  let  the  contract  stand  as  it  is  to-day  and  defer 
the  consideration  of  any  experiments  until  the  trade  situation  shall  have  been  ad- 
justed to  a  nearer  approach  to  the  normal.  In  the  meantime  we  should  try  to  reduce 
the  patient's  temperature  by  direct  application  rather  than  by  monkeying  with  the 
thermometer. 

"With  all  good  wishes, 

"Sincerely,  yours,  W.  B.  Thompson, 

"Chairman  Louisiana  Division.'' 

Mr.  Comer  addressed  the  Chair. 

The  Presiding  Officer  (Mr.  McCormick  in  the  chair).  Does  the  Senator  yield? 

Mr.  Ransdell.  I  yield  to  the  Senator  from  Alabama  (Mr.  Comer)  for  a  question. 

Mr.  Comer.  The  Senator  has  just  read  a  letter  from  Col.  Thompson.  He  is  a  member 
of  the  cotton  exchange,  is  he  not? 

Mr.  Ransdell.  Yes. 

Mr.  Comer.  An  ex-president  of  it? 

Mr.  Ransdell.  Yes,  sir. 

Mr.  Comer.  Fully  imbued,  of  course,  with  all  the  cotton  exchange  ideas. 

Mr.  Randsell.  Perhaps  so,  but  a  friend  of  the  farmers,  nevertheless,  and  above  all 
an  honest,  patriotic  man. 

To  the  casual  reader  or  layman  the  Comer  amendment  would  appear  as  an  equitable 
contract  to  both  buyer  and  seller  alike,  that  is,  a  50-50  proposition,  but  when  care- 
fully analyzed  it  will  be  noted  that  the  buyer  has  the  right  to  demand  delivery  of 
one-half  of  the  contract  from  the  grades  of  middling  fair,  strict  good  middling,  good 
middling,  strict  middling,  and  middling;  that  is,  five  grades,  whereas  the  seller  has 
the  option  of  delivering  the  other  half  of  said  contract  from  the  grades  of  low  middling 
and  strict  low  middling,  which  are  the  only  grades  which  he  can  deliver  below  mid- 
dling of  the  so-called  low  grades. 

Mr.  Comer.  Mr.  President ■ 

Mr.  Ransdell.  T  will  yield  to  the  Senator  as  soon  as  I  make  this  statement. 

Mr.  Comer.  Excuse  me. 

Mr.  Ransdell.  But  besides  the  five  grades  of  middling  and  above  from  which  the 
seller  is  compelled  to  deliver,  he  may  in  addition  tender  good  middling  tinged,  strict 
middling  tinged,  and  good  middling  yellow  stained.  However,  the  additional  grades, 
with  the  exception  of  good  middling  yellow  stained,  always  command  a  handsome 
premium  over  middling  cotton  and  are  generally  known  in  the  cotton  trade  as  good 
grade  cotton.  The  seller  in  the  fulfillment  of  his  option  is  entitled  to  use  only  two 
of  the  grades  below  middling.  Therefore,  it  can  readily  be  seen  that  only  20  per 
cent  of  the  grades  deliverable  are  those  below  middling  and  not  50  per  cent  of  the 
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grades  below  middling,  as  would  be  indicated  by  the  casual  reading  of  the  amend- 
ment. As  an  illustration,  the  average  grade  of  the  1918-19  crop  was  below  middling, 
and  it  is  generally  conceded  by  the  trade  that  the  1919-20  crop,  which  records  will 
be  available  by  August  1,  1920,  is  lower  than  the  preceding  crop. 

I  now  yield  to  the  Senator  from  Alabama. 

Mr.  Comer.  I  just  wanted  to  state  that  in  the  deliverable  lower  grades  strict  mid- 
dling tinges  are  of  no  better  value,  possibly,  than  strict  low  middling  white.  A  tinged 
cotton  and  a  stained  cotton  are  not  very  desirable  in  the  manufacture  of  goods,  and  the 
five  lower  grades,  except  the  one,  good  middling  tinged,  are  not  desirable  cotton,  and 
there  are  four  of  them  out  of  which  they  have  been  delivering  all  these  years,  and  I 
will  state  to  the  Senator  that  practically  all  exchange  deliveries  have  been  made  out 
of  those  four  grades — low  middling,  strict  low  middling,  strict  middling  tinged,  and 
good  middling.  Mills  call  for  these  three  grades:  Low  middling,  strict  low  middling, 
and  strict  middling  tinged.  Whenever  you  get  colored  cotton  it  is  not  good  for 
spinning. 

Mr.  Ransdell.  I  do  not  know  what  effect  color  has  on  the  spinning  value,  but  I 
would  not  place  my  judgment  against  that  of  the  Senator,  who  has  had  such  large 
experience  as  a  manufacturer.  People  who  are  experts  in  the  matter,  and  in  whom 
I  have  implicit  confidence,  assure  me  that  these  tinges  are  really  more  valuable  than 
middling,  and  sell  higher;  but  I  may  possibly  have  been  misinformed. 

Mr.  Comer.  The  Senator  has  been  misinformed.  A  strict  middling  tinge  is  no 
more  valuable  than  the  strict  low  white.  The  price  on  the  market  this  season  has  not 
been  as  good.  I  will  just  add  this,  that  the  four  grades  I  mentioned  are  grades  deliv- 
erable under  all  contracts,  and  it  has  been  generally  understood  these  were  the  grades 
that  would  be  tendered,  as  the  tender  is  of  the  lower  grades. 

Mr.  Ransdell.  I  repeat  that  all  I  know  about  the  matter  is  what  I  have  been  told 
by  the  president  and  two  other  very  prominent  members  of  the  New  Orleans  Cotton 
Exchange,  namely,  that  these  other  grades  are  above  middling.  That  is  a  difference 
of  opinion,  however,  and  again,  Mr.  President,  fortifies  my  argument  that  full  hearings 
ought  to  be  held  on  this  bill.  There  is  such  a  great  dispute  as  to  facts,  so  much  differ- 
ence of  opinion  among  the  doctors.  When  all  the  doctors  agree,  they  may  put  the 
patient  to  death  without  very  much  criticism  by  anybody;  but  if  the  doctors  disagree 
seriously  and  the  patient  dies  somebody  is  going  to  be  criticized  sharply;  and  I  am 
afraid  they  are  going  to  kill  this  patient  on  account  of  the  wide  diversity  of  opinion 
among  themselves,  unless  the  matter  can  be  delayed  and  discussed  very  fully.  I  am 
sure  the  urbane  and  kindly  chairman  of  the  Committee  on  Agriculture  will  permit 
this  matter  to  be  postponed  for  an  impartial  hearing. 

He  always  wants  both  sides  to  be  fully  heard,  and  he  never  makes  up  his  mind  until 
he  hears  both  sides. 

Owing  to  the  shortage  of  labor  it  is  likely  that  future  crops  for  several  years  will  be 
low  grades,  as  it  will  be  impossible  to  gather  the  crop  before  weather  conditions  lower 
the  grades,  and  as  only  20  per  cent  of  the  deliverable  grades  are  below  middling,  it 
will  be  impossible  to  get  sufficient  good  grades  to  warrant  the  selling  of  contracts  as  a 
price  insurance  or  hedge,  and  trading  will  soon  become  so  restircted,  particularly 
during  the  spring  and  summer  months,  when  all  of  the  good  grades  have  generally 
gone  into  consumption,  that  the  contract  will  cease  to  function. 

Senators,  I  beg  of  you  to  remember  that  the  legitimate  and  proper  function  of  this 
contract  is  as  a  hedge,  so  called,  or  an  insurance,  as  the  ordinary  man  would  under- 
stand it.  Price  insurance  will  be  destroyed  and  a  chaotic  condition  will  exist  for  the 
producer,  merchant,  and  cotton  banker.  As  a  result  the  market  will  be  at  the  mercy 
of  the  spinner. 

Owing  to  the  large  number  of  low  grades  grown  the  Comer  amendment  is  not  suffi- 
ciently comprehensive  and  does  not  allow  a  sufficeint  percentage  of  the  low  grades 
specified  in  the  contract  to  be  delivered.  It  is,  therefore,  of  little  use  to  the  producer 
and  I  fear  it  will  have  a  tendency  to  greatly  reduce  in  price  those  grades  below  mid- 
dling. To  the  merchant  who  uses  the  Comer  contract  to  protect  his  forward  sales  of 
actual  cotton  this  contract  has  little  value  as  a  hedge  or  price  insurance,  for  unices  he 
can  dispose  of  the  low  grades  he  may  have  received  on  the  contract  he  will  be  unable 
to  use  the  future  market  as  a  hedge  or  price  insurance,  for  the  cotton  remaining  in  his 
hands  is  undeliverable  without  the  required  50  per  cent  of  middling  and  above. 

As  I  have  tried  to  indicate,  where  is  he  going  to  get  that  50  per  cent?  There  is  so 
much  low  grade,  how  are  you  going  to  find  50  per  cent  of  middling  and  above? 

If  the  Comer  amendment  is  passed  and  put  into  immediate  effect  the  trade  will  be 
completely  demoralized,  as  all  forward  sales  up  to  and  including  December  have  been 
made  and  hedged  upon  an  entirely  different  basis  of  price  insurance. 

All  merchants'  stocks  have  also  been  hedged  on  an  entirely  different  basis  of  price 
insurance.     The  result  of  this  confusion  would  be  to  greatly  depress  values  of  actual 
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cotton  to  the  detriment  of  the  producer,  merchant,  and  cotton  banker,  and  to  the 
great  benefit  of  the  spinner. 

Another  effect  of  the  passage  of  the  Comer  amendment  will  be  to  greatly  increase 
the  expense  to  the  producer  of  marketing  his  cotton,  as  the  interior  or  country  buyer 
who  at  present  buys  direct  from  the  producer  on  his  farm  or  on  the  country  square 
of  the  small  interior  market  would  not  buy  any  qualities  below  middling  white,  unless 
he  had  an  order  for  that  specific  quality,  for* he  could  get  no  price  insurance  on  the 
grades  below  middling  white  or  tinges  above  middling  allowed  in  the  contract  without 
carrying  bale  for  bale  of  the  grades  of  middling  and  above  required  by  the  Comer 
amendment. 

Mr.  Comer.  Mr.  President 

The  Presiding  Officer.  Does  the  Senator  yield  to  the  Senator  from  Alabama? 

Mr.  Ransdell.  I  will  yield  in  a  moment. 

The  economic  evolution  in  the  cotton  trade  has  been  enabling  the  farmer  to  carry, 
finance,  and  sell  his  cotton  at  home  to  the  interior  buyer.  Under  the  Comer  amend- 
ment the  interior  buyer  is  seriously  handicapped  so  the  producer  will  be  compelled 
to  consign  his  cotton  to  the  commission  merchant  far  from  home,  and  must  assume  the 
many  charges  incident  thereto  in  order  to  lighten  the  burden  of  financing.  He  is 
deprived  of  selling  his  cotton  at  home  which  is  more  remunerative. 

I  now  yield  to  the  Senator. 

Mr.  Comer.  Who  makes  that  statement? 

Mr.  Ransdell.  I  make  that  statement. 

Mr.  Comer.  Yourself? 

Mr.  Ransdell.  Yes.  That  is  my  understanding.  I  gather  it  from  my  investiga- 
tion of  the  subject. 

Mr.  Comer.  I  desire  to  know  if  that  was  spoken  by  an  experienced  person,  an  ex- 
perienced cotton  man,  or  an  inexperienced  one.  The  reason  I  ask  the  question  was 
because  it  is  contrary  to  every  fact  in  the  case. 

Mr.  Raxsdell.  I  will  answer  the  Senator  by  stating  that  these  facts  are  given  to  me 
by  members  of  the  New  Orleans  Cotton  Exchange. 

Mr.  Comer.  I  thought  so. 

Mr.  Raxsdell.  I  am  not  a  member  of  that  exchange;  I  am  not  a  cotton  merchant; 
I  am  not  a  cotton  spinner;  I  am  simply  an  humble  farmer,  who  produces  cotton,  and  I 
sell  it  the  best  I  can. 

But  while  I  am  talking  about  the  exchange,  I  want  to  say,  Mr.  President,  that  it 
seems  to  me,  as  it  has  always  seemed,  that  the  cotton  merchants  in  New  Orleans  who 
sell  my  cotton — for  I  am  obliged  to  sell  through  them  very  largely — on  commission 
usually  of  2\  per  cent  of  its  value  have  the  same  interest  to  get  a  good  price  for  it  that 
I  have.  The  cotton  exchange  of  New  Orleans  is  very  largely  made  up  of  the  cotton 
merchants  of  New  Orleans — I  understand  fully  50  per  cent  cotton  merchants.  I 
know  W.  B.  Thompson  and  John  M.  Parker,  the  two  gentlemen  to  whom  I  have 
already  alluded  and  of  whom  I  shall  speak  again,  are  big  cotton  merchants.  These 
men  are  interested  in  getting  as  high  a  price  as  possible  for  cotton.  It  stands  to  reason 
that  if  cotton  brings  20  cents  a  pound,  or  §100  per  bale,  2§  per  cent  thereon  amounts 
to  S2.50  per  bale,  "if  cotton  brings  40  cents  per  pound,  or  $200  per  bale,  2\  per  cent 
thereon  nets  $5  per  bale. 

So  these  cotton  merchants  are  interested  in  a  big  price  for  the  product  of  the  pro- 
ducer. But  is  the  same  true  of  the  spinner?  Is  the  spinner  interested  in  paying  an 
enormous  price  for  cotton?  It  is  perfectly  natural — and  I  would  pursue  the  same 
course  if  I  were  a  spinner — for  him  to  buy  it  as  cheaply  as  he  can,  and  certainly  prudent 
business  men  who  are  spinners  want  cotton  as  cheap  as  possible.  The  grower,  the 
producer  of  cotton,  wants  to  get  a  good  price,  and  the  man  who  uses  the  staple  wishes 
to  buy  it  at  a  low  price;  the  producer  on  the  one  hand  versus  the  spinner  on  the  other. 
The  cotton  merchant,  the  intermediary,  the  man  who  is  paid  a  commission  on  his  sale, 
certainly  is  very  much  interested  in  getting  a  good  price  for  the  farmer's  cotton,  and 
even  if  the  merchants  be  the  unscrupulous  men  that  some  gentlemen  would  make 
believe,  even  if  the  dealers  on  the  exchange  be  such  vicious  persons,  I  would  rather 
trust  my  little  cotton  crop  to  their  tender  mercies  than  to  the  tender  mercies  of  the 
men  who  are  going  to  spin  it  and  sell  it  as  woven  goods. 

In  connection  with  the  same  matter  I  wish  to  say  that  the  Senator  from  Alabama 
[Mr.  Comer]  has  alluded  frequently  to  the  great  cotton  convention  recently  held  in 
his  State  at  the  capital  city  of  Montgomery.  That  convention  passed  a  unanimous 
resolution  that  while  they  did  not  pretend  to  try  to  fix  the  price  of  cotton,  nor  did  they 
attempt  to  say  how  much  acreage  should  be  planted  in  cotton  this  year,  nature  having 
done  that — in  addition  to  the  shortage  of  labor— but  they  did  say  that  the  spinners 
could  well  afford  to  pay  at  least  60  cents  a  pound  for  cotton  when  we  consider  the 
unprecedented  price  received  for  their  manufactured  articles. 
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Mr.  Comer.  Mr.  President 

Mr.  Ransdell.  I  yield  for  a  question. 

Mr.  Comer.  The  only  question  I  wish  to  suggest  to  the  Senator  is  that  he  has  con- 
founded commission  merchant  and  the  exchange.  You  sell  your  cotton  through  the 
commission  merchant? 

Mr.  Ransdell.  I  do. 

Mr.  Comer.  That  is  spot  cotton.  Exchange  cotton  is  a  different  thing  entirely. 
There  is  no  relation  between  the  cotton  merchant  and  the  exchange  at  all — one  selling 
spot  cotton  and  the  exchange  merchant  is  selling  or  buying  contract  cotton.  There 
is  no  relation  at  all. 

Mr.  Ransdell.  I  think  there  is  a  very  close  relation.  I  have  known  them  in 
New  Orleans  for  a  great  many  years,  and  I  never  knew  a  commission  merchant  there 
who  was  not  a  member  of  the  exchange  and  very  closely  connected  with  it.  I  have 
just  read  what  one  large  merchant,  Mr.  W.  B.  Thompson,  who  is  also  a  member  of  the 
exchange,  has  said. 

I  yield  further  for  a  question  only. 

Mr.  Comer.  The  exchange  transaction  and  the  commission  merchant  transaction 
are  two  different  things. 

Mr.  Ransdell.  Why  adopt  the  Comer  amendment,  with  its  many  dangerous 
features,  when  the  country  to-day  is  getting  the  highest  price  for  cotton  since  the  Civil 
War,  and  the  producer,  merchant,  banker,  and  spinner  are  all  reaping  the  benefits? 
Further,  it  was  only  on  March  4,  1919,  that  the  present  contract  was  adopted  and  has 
not  been  in  force  one  complete  crop  year.  It  has  functioned  normally  and  has  con- 
tributed to  continue  the  splendid  trade  conditions  referred  to  above.  It  was  amended 
for  the  purpose  of  creating  a  closer  relationship  between  future  contracts  and  spot 
cotton,  and  in  this  respect  it  has  been  eminently  successful.  I  wish  to  call  attention 
to  the  values  of  the  current  month  since  March,  1919,  as  recorded  in  the  New  Orleans 
contract  market,  and  its  comparative  value  to  the  quotation  of  middling  cotton  in  the 
New  Orleans  spot  market. 

Mr.  President,  I  will  not  attempt  to  read  the  entire  table  showing  that  middling 
cotton  in  May,  July,  October,  December,  1919,  and  January  and  March,  1920,  were 
practically  the  same  as  the  contract  cotton  for  the  same  months,  a  difference  of  per- 
haps 1  cent;  but  I  ask  that  it  be  printed  in  full. 

The  Presiding  Officer.  Without  objection,  permission  is  granted. 

The  tabulation  is  as  follows: 


Date. 


Middling 
spot  quo- 
tation. 


Current  contract 
month. 


May  26,  1919 
July  14,  1919 
Oct.  22,  1919. 
Dec.  — ,  1919 
Jan.  22,  1920. 
Mar.  18,  1920 


Cents. 
32.  00 
34. 25 
36.  88 
40.00 
39.  75 
41.00 


May,  33.40  cents. 
July,  35.50  cents. 
October,  37.52  cents. 
December,  40. S5  cents. 
January,  40.30  cents. 
March,'40.10  cents. 


_  Mr.  Ransdell.  This  tabulation  is  not  intended  to  convey  the  idea  that  the  rela- 
tionship between  spots  and  futures  exists  every  day  during  the  option  of  the  months 
traded  in,  but  does  conclusively  show  that  at  some  time  during  the  life  of  the  option 
the  close  relationship  between  spots  and  futures  actually  exists. 

_  The  amendment  of  March  4,  1919,  from  the  foregoing  facts  appears  to  have  estab- 
lished the  extreme  relationship  between  contracts  and  spot  quotations,  and  any  effort 
to  further  restrict  the  percentage  of  grades  tenderable  would  create  a  fictitious  value 
for  contracts;  and  while  the  Comer  amendment  would  put  up  the  price  of  future  con- 
tracts, they  would  be  of  no  value  to  the  trade  any  more  than  the  price  of  a  speeialaty 
like  sea-island  cotton,  which  is  a  very  small  percentage  of  the  crop  grown,  reflects  the 
price  obtainable  for  the  great  bulk  of  the  cotton  crop. 

Discounts  between  near  months  and  distant  positions  in  the  cotton  market  have 
existed  for  some  time.  I  may  mention  that  at  times  during  preceding  seasons  oven 
when  cotton  was  as  low  as  9  cents  per  pound  compartaive  discounts  existed.  The 
explanation  of  this  fact  is  purely  psychological.  At  all  times  a  great  many  consumers 
have  no  confidence  in  prices;  therefore  to  induce  them  to  buy  to  fulfill  their  commit- 
ments for  a  future  date  one  must  discount  the  price.  The  illustration  above  given  of 
the  close  relation  existing  at  times  during  the  current  month  between  spots  and 
futures  proves  that  those  who  have  sold  discounts  have  paid  the  penalty.     This  has 


76  AMEND  SECTION   5  OF   COTTON   FUTURES  ACT. 

been  the  rule  rather  than  the  exception  since  1914,  the  price  of  cotton  continually- 
advancing  from  below  6  cents  per  pound  to  over  42  cents  per  pound  for  middling 
cotton. 

Dealing  in  cotton  is  not  an  exact  science,  nor  is  the  hedge  afforded  by  the  contract 
market  a  complete  protection,  but  it  is  as  good  a  price  insurance  as  any  insurance 
company  would  underwrite  for  fire  or  other  risks.  Further,  the  Smith-Lever  bill 
as  amended  March  4,  1919,  under  section  10,  permits  the  trading  in  specific  grade  con- 
tracts, and  if  any  buyer  can  find  a  seller  who  will  sell  him  such  a  contract  upon  the 
exchanges  he  is  permitted  to  conclude  such  a  contract. 

Mr.  President,  I  ask  permission  to  print  section  10  as  a  part  of  my  remarks  without 
reading. 

The  Presiding  Officer.  Without  objection,  it  is  so  ordered. 

The  matter  referred  to  is  as  follows: 

"Sec  10.  That  no  tax  shall  be  levied  under  this  act  on  any  contract  of  sale  men- 
tioned in  section  3  hereof  if  the  contract  comply  with  each  of  the  following  conditions : 

"First.  Conform  to  the  rules  and  regulations  made  pursuant  to  this  act. 

"Second.  Specify  the  grade,  type,  sample,  or  description  of  the  cotton  involved  in 
the  contract,  the  price  per  pound  at  which  such  cotton  is  contracted  to  be  bought  or 
sold,  the  date  of  the  purchase  or  sale,  and  the  time  when  shipment  or  delivery  of  such 
cotton  is  to  be  made. 

"Third.  Provide  that  cotton  of  or  within  the  grade  or  of  the  type,  or  according  to 
the  sample  or  description  specified  in  the  contract  shall  be  delivered  thereunder, 
and  that  no  cotton  which  does  not  conform  to  the  type,  sample,  or  description,  or  which 
is  not  of  or  within  the  grade  specified  in  the  contract  shall  be  tendered  or  delivered 
thereunder. 

"  Fourth.  Provide  that  the  delivery  of  cotton  under  the  contract  shall  not  be  affected 
by  means  of  'set-off'  or  'ring'  settlement,  but  only  by  the  actual  transfer  of  the  speci- 
fied cotton  mentioned  in  the  contract. 

"The  provisions  of  the  first,  third,  and  fourth  subdivisions  of  this  section  shall  be 
deemed  fully  incorporated  into  any  such  contract  if  there  be  written  or  printed  thereon, 
or  on  the  document  or  memorandum  evidencing  the  same,  at  or  prior  to  the  time  the 
same  is  entered  into  the  words  '  Subject  to  United  States  cotton  futures  act,  section  10.' 

"This  act  shall  not  be  construed  to  impose  a  tax  on  any  sale  of  spot  cotton. 

"This  section  shall  not  be  construed  to  apply  to  any  contract  of  sale  made  in  com- 
pliance with  section  5  of  this  act." 

Mr.  Ransdell.  This  contract  you  will  perceive  is  infinitely  stronger  than  that 
provided  in  the  Comer  amendment,  but  it  was  never  intended  and  has  never  been 
used  as  a  price  insurance  but  to  permit  the  trading  in  specific  grades  of  cotton  under 
the  rules  of  the  exchanges  and  the  rules  and  regulations  promulgated  by  the  Bureau 
of  Markets. 

Specific  contracts  permitted  under  section  10  are  traded  in  largely  between  pro- 
ducers, merchants,  and  spinners,  but  have  never  been  used  as  price  insurance  because 
no  seller  will  undertake  the  restrictions  of  such  a  contract,  and  consequently  no  one 
can  buy  them  across  the  pit. 

In  the  Congressional  Record  of  April  17,  Sixty-sixth  Congress,  second  session, 
Senator  Comer,  in  discussing  his  bill,  is  quoted  as  follows,  pages  6234  and  6235: 

"The  exchanges  have  not  sold  a  bale  of  middling  cotton  in  years.  They  do  not 
intend  to  sell  that  kind  of  cotton.  There  has  not  been  any  middling  or  above  deliv- 
ered to  the  exchanges  for  years.  I  say  notwithstanding  this,  through  the  demand  of 
the  spinners  for  that  class  of  cotton,  the  high  grades  are  much  higher  relatively  than 
the  low  grades,  which  do  pass  through  the  exchanges. 

"The  low  grades  pass  through  the  exchange,  and  they  themselves  say  it  is  too  low, 
too  comparatively  low.  The  high  grades  do  not  pass  through  the  exchanges  at  all. 
The  price  is  made  by  the  demand,  just  like  all  other  prices  on  all  commodities  are 
made." 

Of  course  not:  the  Cotton  Exchange  of  New  Orleans  does  not  buy,  sell,  or  deal  in 
cotton  at  all.  It  is  an  institution  through  whose  medium  and  rules  and  regulations 
under  the  supervision  of  the  United  States  Department  of  Agriculture,  trading  is 
cotton  is  facilitated.  I  presume  that  the  Senator  from  Alabama  [Mr.  Comer]  refers  to 
transactions  made  on  the  exchange  between  members  in  receiving  and  delivering 
cotton  on  future  contracts  under  section  5. 

May  I  ask  the  Senator  from  Alabama  if  that  is  not  what  he  meant?  Of  course,  the 
Senator  did  not  mean  the  exchange  itself  dealt  in  cotton;  he  meant  contracts  between 
members  of  the  exchange. 

Mr.  Comer.  I  also  meant  what  I  said  in  that  speech,  that  in  tenderable  cotton 
while  the  five  upper  grades  were  tenderable,  it  was  not  used  for  tender;  that  the 
lower  grades  were  used.  For  instnace,  we  got  200  bales  this  week,  and  I  dare  say  there 
was  not  a  single  grade  of  middling  and  above. 
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Mr.  Ransdell.  Does  the  Senator  mean  the  lower  grades  were  not  certificated? 

Mr.  Comer.  Oh,  yes;  they  are  certificated,  but  the  basis  middling  is  so  much 
lower  than  the  price  of  middling  that  they  deliver  the  lower  cotton  and  let  the  higher 
cotton  go  by  the  boards. 

Mr.  Ransdell.  I  am  glad  to  have  the  Senator's  definition.  In  order  to  prove  the 
inaccuracy  of  the  Senator's  statement,  I  submit  the  figures  obtained  from  the  Bureau 
of  Markets  of  cotton  classified  and  certificated  from  March,  1919,  to  December  1,  1919, 
on  the  New  Orleans  Cotton  Exchange: 

Bales. 

Middling  fair 3 

Strict  good  middling 399 

Good  middling 3,  226 

Strict  middling 6,  071 

Middling ' 5,  866 

Good  middling,  tinged 232 

Strict  middling,  tinged 121 

Good  middling,  yellow  stained 2 

15,  920 

Strict  low  middling 3,  442 

Low  middling 1,  382 

4,824 

Grand  total 20,  744 

Therefore,  it  will  be  seen  that  out  of  20,744  bales,  15,920  bales  of  middling  and  above 
and  4,824  bales  below  middling  have  been  certificated  by  the  Bureau  of  Markets  in 
New  Orleans  since  the  adoption  of  the  Smith-Lever  bill,  as  amended  March  4,  for  the 
period  above  mentioned.  This  should  dispel  any  idea  that  this  exchange  is  used 
simply  for  the  purpose  of  tendering  undesirable  low  grades  to  depress  the  value  of  the 
balance  of  the  cotton  grown. 

I  may  mention  that  the  Liverpool  cotton  market  has  adopted  and  is  now  trading  in 
the  same  contract  as  that  traded  upon  in  the  American  exchanges  to-day  under  the 
Smith-Lever  bill,  as  amended  March  4,  1919,  and  there  is  no  assurance  that  Liverpool 
would  change  their  contract,  assuming  that  Senator  Comer's  proposed  amendment 
should  become  a  law.  I  refer  to  Liverpool  because  over  50  per  cent  of  our  crop  is  ex- 
ported and  is  settled  for  through  the  rules  of  the  Liverpool  Cotton  Association.  Surely 
a  large  bulk  of  this  business  which  has  been  put  through  for  next  fall  and  winter  should 
at  least  enjoy  the  advantages  of  being  finally  liquidated  without  having  the  price  in- 
surance on  which  the  business  was  originally  based  entirely  changed. 

Several  large  organizations  have  expressed  their  opinions  on  the  Comer  amendment. 
The  board  of  directors  of  the  American  Cotton  Association,  in  convention  at  Mont- 
gomery, Ala.,  during  the  week  beginning  April  11,  instant,  passed  the  following  reso- 
lution: 

"  Board  of  directors  recommends  this  matter  be  referred  to  new  committee  on  legis- 
lation enactment  with  instructions  that  said  committee  shall  make  a  full  investigation 
of  the  matter  and  make  recommendations  to  executive  committee.  The  executive 
committee  shall  instruct  said  legislative  committee  in  the  premises  after  a  full  hearing 
has  been  given  all  parties  in  interest — ' ' 

I  hope  the  Senators  will  listen  to  this.     The  board  of  directors  of  the  great  American 
Cotton  Association  advise  that  a  "full  hearing"  be  given  all  parties  in  interest — 
"on  the  merits  of  the  proposed  legislation,  due  and  proper  notice  of  which  hearing 
shall  be  given  before  action  is  taken  by  executive  committee." 

Mr.  Comer.  Mr.  President 

The  Presiding  Officer  (Mr.  Henderson  in  the  chair).  Does  the  Senator  from 
Louisiana  yield? 

Mr.  Ransdell.  Let  me  complete  this  statement,  and  then  I  shall  yield. 

Mr.  Comer.  Very  well. 

Mr.  Ransdell.  Notwithstanding  this  wise  policy  suggested  by  the  board  of  directors 
the  convention  itself  on  its  last  day,  with  only  a  small  percentage  of  the  attendance 
present,  passed  a  resolution  by  a  vote  of  16  to  15  indorsing  the  Comer  amendment. 
The  closeness  of  this  vote  indicates  the  great  differences  of  opinion  existing  over  this 
important  question. 

I  wish  now  to  read  an  extract  from  a  letter  to  me  from  Mr.  T.  J.  Appleyard,  jr.,  of 
New  Orleans,  campaign  director  of  the  Louisiana  division.  American  Cotton  Associa- 
tion, dated  the  22d  instant.     I  do  not  know  Mr.  Appleyard  very  well ;  1  have  met  him 
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several  times,  and  he  is  a  very  agreeable  gentleman.     I  do  not  think  he  is  a  citizen  of 
Louisiana  unless  he  has  recently  become  so;  but  he  is  certainly  a  very  bright,  intelli- 
gent man.     He  states: 
"While  the  vote"— 
On  the  Comer  amendment— 
"was  not  a  representative  one  in  that  the  attendance  at  the  convention  during  the  last 
day  was  simply  a  matter  of  about  50  men,  and  while  the  amendment  was  favored  by 
the  convention,  so  far  as  the  vote  by  States  was  concerned,  yet  I  can  not  feel  that  it 
in  any  wise  represents  an  expression  of  the  actual  membership  of  the  organization  for 
this  reason,  that  in  totaling  the  number  of  members  that  each  State  is  now  supposed 
to  have  on  its  roster,  by  the  vote  of  Arkansas.  Louisiana.  Mississippi,  North  Carolina, 
and  South  Carolina.  31.445  members  expressed  themselves  as  against  the  amendment, 
whereas  Alabama.  Florida.  Georgia,  Oklahoma,  and  Tennessee,  voting  in  favor  of  the 
amendment,  only  expressed  the  opinion  of  2,545  members  of  the  association.     Per- 
haps this  may  be  interesting  information  for  you." 

Then  I  have  a  very  brief  extract  from  a  statement  made  to  me  by  Mr.  W.  M.  Steele, 
of  New  Orleans,  a  former  newspaper  man  of  very  high  grade,  who  attended  that 
convention  as  publicity  manager  or  director  of  the  Louisiana  division  of  the  cotton 
association.  Here  is  what  he  says  about  that  vote  of  16  to  15.  The  Louisiana  divi- 
sion, Senators,  is  a  very  large  one.  Here  is  what  Steele  says  about  the  way  the  vote 
was  obtained : 

''Questions  arose  as  to  the  apportionment  of  the  vote  of  the  States,  and  no  one 
seemed  to  have  the  correct  or  official  apportionment.  Finally  the  vote  was  taken 
on  the  basis  of  an  undisputed  apportionment  in  a  vote  of  the  day  before,  and  resulted 
in  the  adoption  of  the  indorsement  by  a  vote  of  16  to  15,  as  follows: 

'' For  amendment :  Alabama,  3;  Florida,  1;  Georgia,  5;  Oklahoma,  4;  Tennessee,  3; 
total,  16. 

"Against:  Arkansas,  3;  Louisiana,  3;  Xorth  Carolina,  3;  Mississippi.  2;  South  Caro- 
lina, 4;  total,  15." 

According  to  the  statement  of  Mr.  Applevard,  the  overwhelming  majority  of  the 
members  of  the  cotton  association,  represented  at  the  convention,  so  far  as  the  State 
rosters  go,  was  against  the  amendment.  It  was  carried  by  a  majority  of  one.  How 
was  that  majority  secured?  By  allowing  Tennessee  3  votes  and  giving  to  Mississippi 
only  2  votes.  Everybodv  knows  that  Mississippi  raises  a  great  deal  more  cotton 
than  Tennessee.  That  was  an  unfair  apportionment.  However,  be  that  as  it  may, 
Mr.  President  and  Senators,  that  vote  of  16  to  15  indicates  that,  among  the  producers 
of  cotton  in  the  greatest  cotton  convention  ever  held  in  America — I  had  the  pleasure 
of  attending  its  sessions  for  three  days,  and  I  have  never  seen  a  better  gathering  of 
cotton  growers,  from  practically  every  State  in  the  South — at  that  convention  there 
was  a  majority  of  only  one  favoring  the  amendment;  and  the  directors  of  the  asso- 
ciation at  that  great  convention,  passed  by  a  practically  unanimous  vote — so  far  as 
I  am  informed — a  resolution  suggesting  that  the  whole  matter  be  referred  to  the 
future,  and  that  both  sides  be  given  a  chance  to  be  heard.  So  it  can  not  be  said 
that  the  association  went  on  record  as  favoring  the  Comer  amendment. 
I  now  yield  to  the  Senator  from  Alabama. 

Mr.  Comer.  I  should  like  to  ask  if  Mr.  Thompson  was  not  there  and  most  active 
in  the  arrangement,  direction,  and  management  of  the  convention? 

Mr.  Raxsdell.  Yes;  Mr.  Thompson  was  there,  and  he  was  very  active  indeed. 
Mr.  Thompson  is  always  found  where  there  is  being  discussed  any  matter  affecting 
cotton  interests.  "When  anything  tending  to  promote  the  upbuifding  of  American 
cotton,  production  on  the  farm,  and  the  interests  of  the  farmer  is  under  consideration, 
Mr.  Thompson  is  there  with  his  wise  head  and  eloquent  voice  speaking  for  the  Ameri- 
can cotton  farmer.  I  have  heard  him  time  and  again. 
Mr.  Comer.  And  for  the  cotton  exchange? 

Mr.  Pvaxsdell.  Possibly  he  speaks  for  the  cotton  exchange;  it  would  be  strange 
if  he  should  not,  for  he  used  to  be  president  of  the  exchange;  he  is  now  one  of  its 
prominent  members,  and  that  exchange  is  one  of  the  big  institutions  of  the  greatest 
city  in  the  South.  No  man,  however,  can  intimate  or  indicate  that  W.  B.  Thompson 
is  not  as  honorable,  high-toned  a  man  and  as  strongly  inclined  to  do  right  as  any  other 
citizen  of  America.  I  hope  the  Senator  from  Alabama  does  not  mean  to  intimate 
to  the  contrary. 

Mr.  Comer.  He  had  a  great  deal  to  do  with  that  convention;  that  is  the  very  thing 
I  am  talking  about. 

The  Presidls-g  Officer  (Mr.  Gay  in  the  chair).  Does  the  Senator  from  Louisiana 
yield  to  the  Senator  from  Alabama? 

Mr.  Raxsdell.  I  yield  to  the  Senator  from  Alabama  for  a  question. 
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Mr.  Comer.  I  have  here  a  letter  from  ex-Senator  Frank  S.  White,  who  was  a  Mem- 
ber of  this  body,  and  one  of  the  finest  men  of  whom  I  know.  He  is  running  for  election 
to  the  Senate  to  succeed  the  late  Senator  Bankhead,  and  I  trust  he  will  be  elected, 
because  I  do  not  know  of  a  better  man.  I  will  ask  the  Senator  from  Louisiana  if  he 
will  allow  me  to  read  the  letter  now? 

Mr.  Ransdell.  I  do  not  wish  to  yield  my  time  for  the  reading  of  a  long  letter. 
When  the  Senator  replies  to  me,  if  he  cares  to  do  so,  he  can  read  the  letter. 

The  Presiding  Officer.  The  Senator  from  Louisiana  yielded  to  the  Senator  from 
Alabama  for  a  question. 

Mr.  Ransdell.  I  decline  to  yield  my  time  for  the  reading  of  a  long  letter. 

Mr.  Comer.  It  is  a  short  letter,  and  simply  tells  that  Mr.  Thompson  and  the  ex- 
change crowd  with  him  took  hold  of  that  convention  and  ran  it  to  the  best  of  their 
ability.     I  should  like  to  have  the  letter  read. 

Mr.' Ransdell.  The  Senator  can  put  it  in  the  Record  in  his  own  time.  I  shall 
have  no  objection  to  his  doing  so;  but  I  will  say  that  I  was  at  the  convention,  and  Mr. 
Thompson  was  there  and  took  a  very  active  part;  but  I  can  not  conceive  of  anyone 
intimating  that  any  man,  no  matter  how  able,  could  run  that  magnificent  aggrega- 
tion of  the  bone  ancl  brawn  and  intellect  of  American  cotton  farmers.  I  myself  would 
not  dare  to  make  any  such  intimation,  and  I  can  hardly  believe  that  the  ex-Senator 
from  Alabama,  Mr.  White,  whom  I  held  in  very  high  esteem  when  we  were  brother 
Members  of  this  body,  has  done  so.  The  Senator,  however,  can  put  the  letter  in  the 
Record,  in  his  own  time.     I  must  proceed. 

Mr.  Comer.  I  will  be  glad  to  put  the  letter  in  the  Record. 

Mr.  Ransdell.  Mr.  President,  I  wish  also  to  read  an  extract  from  a  resolution  passed 
by  the  Mississippi  Valley  Association,  in  convention  at  St.  Louis  on  the  20th  instant, 
just  a  few  davs  ago.  The  resolution  was  adopted  unanimously  at  a  big  convention 
composed  of  delegates  from  28  States,  the  entire  Mississippi  Valley  being  represented. 
This  is  the  resolution: 

"In  view  of  the  vital  importance  to  the  cotton  producers  and  other  cotton  interests 
of  the  Mississippi  Valley  and  that  of  the  Nation,  we  respectfully  request  and  urge 
that  no  final  action  be  taken  on  the  Comer  amendment  to  the  Agricultural  appropria- 
tion bill  without  a  full  and  public  hearing." 

Senators,  can  such  a  request  as  that  be  denied?  What  caused  our  Revolutionary 
ancestors  to  break  awav  from  Great  Britain  145  years  ago?  What  caused  us  to  enter 
into  the  mighty  struggle  which  gave  freedom  to  this  Republic  but  the  refusal  on  the 
part  of  Great  Britain  to  allow  us  any  hearing  whatsoever  in  the  British  Parliament, 
which  taxed  us  without  representation  and  without  a  hearing?  The  people  of  the 
Mississippi  Valley  ask  for  a  hearing  before  Congress  undertakes  to  repeal  a  most 
important  law,  a  law  which,  to  my  personal  knowledge,  was  considered  for  months 
and  months  before  its  enactment.  We  did  not  pass  the  Smith-Lever  bill  hastily. 
We  considered  it  in  the  committees  of  the  House  and  of  the  Senate;  we  considered 
it  on  the  floor  of  each  body  for  a  long  time.  Members  of  the  Agricultural  Committee 
know  the  absolute  truth  of  my  statements.  Now  we  are  asked  to  repeal  that  important 
law  by  an  amendment  submitted  on  the  floor  of  the  Senate  for  the  first  time,  when 
Senators  like  Ellison  Smith,  of  South  Carolina,  whose  name,  in  conjunction  with 
Congressman  Lever's,  was  given  to  the  great  piece  of  legislation  which  it  is  now  pro- 
posed to  repeal,  was  absent  from  the  Chamber;  when  Hoke  Smith,  of  Georgia,  was 
absent;  and  when  I,  too,  was  absent  from  my  seat.  I  make  no  charge  of  any  improper 
action  on  the  part  of  the  Senator  from  Alabama  in  bringing  up  the  amendment  at 
that  time.  He  had  a  right  to  do  so.  It  was  perhaps  our  duty  to  have  been  here:  but 
unfortunately  we  were  called  away.  I  am,  however,  simply  stating  the  fact  that  we 
were  not  here,  and  this  measure  came  up  in  our  absence.  It  completely  changes, 
I  repeat,  a  most  important  piece  of  carefully  considered  legislation.  It  is  not  right. 
Senators,  to  put  such  a  measure  through  without  a  hearing,  and  all  we  ask  is  that  it 
be  heard  fully  and  fairly. 

I  am  not  a  specialist  on  these  matters;  the  proposed  legislation  may  be  good:  but, 
so  far  as  I  have  been  able  to  study  it,  I  do  not  think  so.  However,  I  may  be  wrong. 
I  am  in  the  position  here  of  a  lawmaker,  willing  to  listen  to  all  the  arguments  pro 
and  con  on  this  subject;  willing  to  have  a  special  committee,  if  necessary,  appointed 
to  study  it.  It  affects  vitally  the  greatest  money  crop  on  earth,  the  cotton  crop  of  the 
South,  which  for  years  has  given  this  country  such  a  wonderful  balance  of  trade; 
and  it  is  most  unAviso,  unbusinesslike,  and  unstatesmanlike  to  legislate  on  a  measure 
of  this  magnitude  without  a  full  hearing  of  both  sides. 

Mr.  President,  I  will  now  read  a  few  lines  from  a  letter  of  Hon.  John  M.  Parker, 
recently  elected  governor  of  my  State,  to  whom  1  have  just  referred.  It  is  dated 
New  Orleans,  April  18,  1920,  and  is  addressed  to  Hon.  I..  1  azarO,  House  of  Representa- 
tives, Washington,  D.  0.  It  was  published  in  full  in  the  Congressional  Record  of 
April  19,  page  6319,  so  I  will  merely  read  an  extract  from  it: 
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Dear  Dr.  Lazaro:  From  what  I  understand  of  the  Comer  amendment,  it  provides 
that  at  least  50  per  cent  of  any  cotton  tendered  for  delivery  on  contract  in  title  New 
York  or  New  Orleans  markets  shall  be  middling  or  above,  the  remainder  to  be  of  any 
other  of  the  standard  grades,  at  option  of  deliverer.  This  would  tend  to  restrict  the 
quality  and  character  of  cotton  that  is  tenderable  on  contract  and  would  naturally 
handicap  the  deliverer  and  benefit  the  receiver.  The  result  would  be  a  contract 
more  favorable  to  the  spinner  and  possibly  less  favorable  to  the  producer.  It  would 
probably  enhance  the  value  of  the  contract  as  compared  with  the  spot  basis. 

Any  further  restriction  as  to  the  kind  of  cotton  that  may  be  delivered  on  contract 
will  naturally  make  that  much  less  ready  outlet  for  the  producer. 

Could  anything  be  stronger  from  an  honest  conservative  than  that  statement  of 
Governor-elect  Parker?  Furthermore,  I  am  informed  that  at  the  Mississippi  Valley 
convention  in  St.  Louis  on  the  22d  Mr.  Parker  delivered  a  strong  speech  and  spoke 
in  unequivocal  language  in  opposition  to  the  Comer  amendment,  insiting  upoon  delay 
in  regard  to  it. 

Mr.  Dial.  Mr.  President 

The  Presiding  Officer.  Does  the  Senator  from  Louisiana  yield  to  the  Senator 
from  South  Carolina? 

Mr.  Raxsdell.  I  yield. 

Mr.  Dial.  My  views  on  this  amendment  have  already  been  expressed  upon  the  floor 
of  the  Senate  some  time  ago:  but  the  Senator  stated  a  while  ago  that  he  would  as  soon 
trust  his  interests  to  the  cotton  exchange  as  he  would  to  the  spinners  of  this  country, 
the  manufacturers,  and  I  see  occasional  references  in  this  letter  of  Mr.  Parker's  trying 
to  create  a  prejudice  against  the  mills. 

I  want  to  say  to  the  Senator  that  I  am  interested  in  milling  myself,  not  only  in 
farming  but  also  in  manufacturing,  and  that  I  know  of  no  higher  class  of  men  in  the 
United  States  than  the  presidents  of  cotton  mills  in  the  South.  I  know  pretty  well 
when  this  industry  was  started:  I  remember  the  first  modern  mill  that  was  ever  built 
in  South  Carolina,  and  I  do  not  claim  to  be  very  old.  The  mills  have  been  built  up 
by  home  people,  home  capital,  a  large  amount  of  it  being  furnished  by  the  farmers 
themselves,  and  they  have  conferred  a  great  benefit  on  the  producers  in  miking  a 
market  for  their  cotton:  so  I  resent  any  insinuation  whatever  that  the  manufacturers 
are  in  any  way  tricky  or  in  any  way  unreliable . 

I  have  no  war  to  make  on  the  exchanges,  when  conducted  in  a  proper  way,  but  the 
manufacturers  of  this  country  could  not  manipulate  the  market  if  they  were  disposed 
to  do  so.  I  do  not  deny  that  they  want  to  make  mone}*,  the  same  as  the  farmer,  the 
same  as  the  merchant,  the  same  as  the  doctor  or  the  lawyer  or  anybody  else:  but  if 
they  were  disposed  to  try  to  take  any  undue  advantage  in  buying  cotton  they  rou'd 
not'doit.  They  have  to  compete  with  the  world.  The  United  States  has  to  compe  e 
with  England,  and  Liverpool,  as  the  Senator  knows,  fixes  the  price  of  cotton.  We 
compete  with  Japan  and  we  compete  with  the  whole  world,  and  the  manufacturers 
of  the  North  are  in  the  same  position  as  those  of  the  South. 

In  our  country,  in  my  State,  where  we  now  manufacture  about  the  amount  of 
cotton  that  we  raise — I  do  not  think  this  enterprise  has  grown  to  such  a  great  extent 
in  the  Senator's  State:  they  have,  I  believe,  a  mill  or  two  in  Xew  Orleans — in  my 
country  it  is  a  great  industry.  We  have  large  stockholders.  The  stockholders  get 
together  and  they  want  to  build  a  mill  to  benefit  their  community  and  to  make  a 
market  for  their  produce.  It  is  not  only  for  their  cotton,  but  for  their  trucking  and 
other  interests,  and  no  other  industry  in  modern  times  has  developed  the  country 
as  manufacturing  has  developed  the  South.  So  his  remarks,  if  he  means  any  reflection 
whatever  upon  that  kind  of  industry,  are  entirely  out  of  place  and  uncalled-for  and 
unjustifiable. 

Mr.  Raxsdell.  Mr.  President,  the  Senator  from  South  Carolina  can  not  point  to  a 
single  word  uttered  by  me  in  reflection  on  the  spinners.  I  have  not  uttered  one  word 
in  criticism  of  the  spinners,  and  no  one  who  heard  what  I  have  said  could  infer  such  a 
thing.  I  have  said,  and  I  repeat — and  I  have  spinners  in  my  State,  though  not  as 
many  as  the  Senator  from  South  Carolina  has — that  the  interest  of  the  producer  to 
get  a  good  price  for  his  product  is  one  thing  and  the  interest  of  the  man  who  spins  that 
cotton  into  cloth  for  sale  is  another  tiling.  That  is  all  I  have  said,  and  the  Senator 
can  put  that  in  his  pipe  and  smoke  it,  if  he  wishes.  I  have  not  intimated  anything 
derogatory  against  the  spinner,  nor  would  I  do  so.  I  have  tried  to  show  that  the  cotton 
exchange  is  composed  very  largely  of  merchants  who  are  interested  in  getting  a  good 
price  for  the  cotton  of  the  farmer,  and  believe  I  have  shown  to  any  fair  mind  that  the 
spinner  is  interested  in  buying  this  cotton  as  cheaply  as  he  can.  I  do  not  mean  to 
reflect  on  anyone. 

Mr.  Dial.  'Mr.  President,  I  have  such  a  high  regard  for  the  Senator  from  Louisiana 
that  I  did  not  suppose  he  would  intentionally  reflect  upon  anyone:  but  the  colloquy 
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came  about  in  his  answer  to  the  Senator  from  Alabama  [Mr.  Comer],  in  which  he  said 
that  the  Alabama  Senator  accused  the  cotton  exchange  of  manipulation,  and  the 
Senator  from  Louisiana  said  that  he  would  as  soon  trust  his  interests  in  the  hands  of 
the  cotton  exchange  or  the  cotton  broker  as  he  would  in  the  hands  of  the  manufacturer. 

Mr.  Ransdell.  "if  the  Senator  considers  it  a  reflection  on  the  spinner  to  say  that  I 
would  as  soon  trust  these  honorable  men  of  my  State  as  the  honorable  men  of  this 
State,  I  certainly  have  no  excuse  or  apology  to  make  for  that  remark.  I  stand  by  it, 
but  I  again  say  that  I  did  not  intend  any  reflection  on  the  spinners. 

Mr.  Dial.  Very  well.  I  am  glad  the  Senator  did  not  mean  any  reflection.  I  did 
not  think  he  did . 

Mr.  Ransdell.  I  certainly  did  not;  but  I  again  say  that  I  would  rather  trust  my 
individual  cotton  to  the  hands  of  the  men  who  are  interested  to  get  just  as  much  as 
they  can  for  it,  because  they  sell  on  commission,  than  to  people  who  are  buying  it 
to  manufacture. 

Mr.  Dial.  Mr.  President 

The  PresJding  Officer.  Does  the  Senator  from  Louisiana  further  yield  to  the 
Senator  from  South  Carolina? 

Mr.  Ransdell.  I  decline  to  yield  further.     Let  the  Senator  speak  in  his  own  time. 

Mr.  President,  the  Senator  from  Alabama  has  read  from  a  letter  of  a  nice  man  in 
the  State  of  Mississippi,  whom  I  know  and  esteem.  He  is  a  friend  of  mine — Mr. 
Helgason.  I  think  he  is  mistaken  in  the  views  he  has  on  this  bill,  but  we  can  not 
all  agree.  I  have  here,  however,  a  letter  from  another  very  good  man  in  Mississippi, 
Mr.  A.  B.  Learned,  of  Natchez.  Nobody  in  the  State  of  Mississippi  stands  any  higher 
than  A.  B.  Learned.  If  the  Senator  from  Mississippi  [Mr.  Harrison]  were  here,  or 
any  of  its  Members  of  Congress,  they  would  confirm  what  I  say  about  him.  He 
owns  some  property  in  Louisiana,  but  his  home  is  in  Mississippi.  He  is  a  big  manu- 
facturer of  lumber,  as  well  as  a  banker  and  cotton  grower.  He  wrote  me  from  the 
city  of  St.  Louis  on  April  19,  1920.  I  do  not  know  what  cotton-exchange  people 
may  have  influenced  him  to  write  this  letter.  Perhaps  he  was  enticed  to  do  so  by 
some  of  those  fellows  from  New  Orleans  who  belong  to  the  cotton  exchange;  but,  at 
any  rate,  he  wrote  this  letter: 

Hotel  Statler, 
St.  Louis,  Mo.,  April  19,  1920. 
Senator  Joseph  E.  Ransdell, 

Senate  Office  Building,  Washington,  D.  C. 
Dear  Senator:  I  just  had  my  attention  called  to  the  fact  that  Senator  Comer 
has  introduced  an  amendment  to  the  Agricultural  appropriation  bill,  and  that  it  has 
gone  to  conference,  which,  if  it  becomes  a  law,  will  require  that  50  per  cent  of  cotton 
tendered  on  contracts  must  be  of  a  grade  of  middling  or  above,  and  50  per  cent  below 
middling. 
As  a  cotton  planter  of  your  State — 

I  think  this  gentleman  owns  some  plantation  property  over  in  Concordia  Parish 
and  possibly  some  in  Tensas  Parish — 

it  strikes  me  thatthis  would  be  extremely  detrimental  to  the  interests  of  the  grower 
To  get  the  other  side  of  the  matter,  I  asked  my  friend,  Mr.  J.  W.  Sanders,  who  manages 
and  practically  owns  the  cotton  mills  at  Meridian,  Kosciusko,  Yazoo  City,  and 
Natchez,  what  he  thought  of  it.  He  replied  that  it  would  be  strictly  to  the  interests 
of  the  cotton  mills  manufacturers,  but  would  be  very  detrimental  to  the  grower. 
The  differential  between  the  price  of  middling  and  low  middling  is  now  about  8  cents, 
while  the  actual  spinnable  difference  is  only  about  2  cents  or  3  cents.  Mr.  Sanders 
confirms  my  opinion  that  the  8-cent  differential  would  be  very  greatly  increased  if 
the  Comer  amendment  became  a  law. 

Your  own  experience  the  last  few  years  has  shown  you  that  frequently  the  crop 
will  not  go  as  much  as  50  per  cent  middling  and  above,  and  the  last  two  years  it  has 
been  much  less  than  50  per  cent.  Yet,  under  the  Comer  amendment,  all  in  excess 
of  50  per  cent  would  be  outlawed. 

1  wish  you  would  think  this  matter  over  seriously,  and  if  possible  see  that  the 
cotton-growing  interests  are  given  a  full  hearing,  before  the  amendment  is  allowed 
to  become  a  law. 

Sincerely,  yours, 

A.  l>.  Learned, 

NatcheZ)  Miss. 

16829—22 6 
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I  now  ask  permission,  without  reading,  to  insert  in  the  Record  an  able  editorial 
on  this  subject,  entitled  "Comer  praises  his  pet,"  which  appeared  in  the  Times- 
Picayune  of  New  Orleans  under  date  of  the  27th  instant. 

The  Presiding  Officer.  Without  objection,  the  editorial  will  be  printed. 

The  editorial  is  as  follows: 

[From  the  Times-Picayune,  New  Orleans,  La.,  of  Apr.  27,  1920.] 
COMER   PRAISES    HIS    PET. 

Recently  the  Times-Picayune  went  to  the  defense  of  the  cotton  interests  of  the 
South  in  opposition  to  a  measure,  both  fathered  and  mothered  by  United  _  States 
Senator  B.  B.  Comer  of  Alabama,  designed  to  permit  cotton  spinners  to  skim  the 
cream  off  of  the  cotton  crop  and  leave  the  milk  as  a  by-product  in  the  farmers'  hands, 
without  a  definite  market  and  minus  the  protections  now  thrown  around  many  hun- 
dreds of  thousands  of  bales  of  merchantable,  spinnable  cotton.  As  we  explained  in 
our  editorial,  Senator  Comer  is  a  prominent — a  millionaire — spinner,  and  the  term 
"spinners'  contract"  was  long  ago  accepted  as  a  trade  term  in  the  cotton  business 
meaning  but  one  thing — a  contract  worded  to  place  the  whip  handle  in  the  mill 
man's  hand  wherewith  to  drive  those  who  plow  and  plant  and  work  and  harvest  the 
South 's  great  crop. 

We  pointed  out  some  reasons  why  the  Alabama  legislator  was  taking  an  astigmatic 
view  of  the  South's  interests,  and  in  our  position,  we  scarce  need  add,  we  are  in  accord 
with  the  great  majority  of  the  cotton  growers  of  the  South.  Those  who  take  Senator 
Comer's  view  are  very  largely  those  near  enough  the  cotton-mill  districts  of  the 
Appalachian  slope  to  come  under  the  influence  of  mill  domination. 

Our  editorial  evidently  touched  the  quick,  for  the  Senator  arose  in  the  Senate 
Chamber  and  went  into  an  extended  discussion  of  his  proposed  measure  and  "strafed" 
violently  all  who  would  not  remain  blind  to  the  trap  set  by  his  reenforced  "spinners' 
contract." 

The  Senator's  argument,  and  a  one-sided  discussion  by  others  from  the  mill  sector, 
brought  out  no  new  facts,  and  by  their  involutions  and  deviations  managed  to  avoid 
the  real  p3int  of  our  criticism.  In  fact,  we  only  wish  we  commanded  editorial  space 
to  give  the  Senator's  talk  paragraph  by  paragraph  in  order  to  point  out  seriatim 
their  faulty  reasoning. 

The  germ  of  his  defense,  apparently,  was  that  the  exclusion  from  tenderability 
on  contract  of  cottons  grading  below  middling  would  tend  to  stabilize  contracts  by 
forcing  spot  cotton  and  futures  into  a  closer  unity  of  price.  This,  Senator  Comer 
said,  would  make  hedges  safer  and,  as  he  saw  it,  would  benefit  all  branches  of  the 
trade. 

Now,  if  the  latter  fact  is  true,  pray  how  would  the  planter  benefit  who,  by  the 
chances  of  season  and  fate,  had  produced  a  crop  of  cotton  that  would  grade  below 
low  middling  and  middling?  According  to  the  "Comer  rider,"  this  cotton,  in  spite 
of  the  fact  that  Senator  Comer's  own  six  cotton  mills  do  spin  such  staple,  would 
remain  in  the  planter's  hands  until  taken  at  their  own  price  by  buyers  from  the 
Avondale  Mills  or  some  others  of  their  kind.  We  say  "at  their  own  price,"  because, 
having  grown  cotton  grading  below  the  tenderable  limit,  the  planter  would  be  unable 
to  protect  his  holdings  by  hedges,  and  without  such  hedges  could  not  borrow  on  his 
holdings  and  await  a  better  market. 

One  of  Senator  Comer's  first  statements  was  that  his  company  had  made  use  of 
25,000  bales  of  hedges  during  the  season.  Presumably  this  was  not  done  merely  as 
a  pastime  but  because  such" transactions  had  a  value — as,  indeed,  they  most  cer- 
tainly had — and  yet  by  means  of  his  "rider"  the  Senator  is  striving  to  take  away 
from  the  trade  at  large  the  possibility  of  such  hedges  in  transactions  involving  many 
hundreds  of  thousands  of  bales  of  cotton  now  protected  under  the  Lever  law. 

In  his  effort  to  make  a  point  the  speaker  returned  to  an  outworn  attack  on  the 
jiotton  exchanges,  although  his  own  statement  as  to  the  value  of  the  hedge  was  enough 
in  itself  to  disprove  the  old  contention.  Indeed,  one  has  but  to  hark  back  to  those 
distressful  months  at  the  beginning  of  the  war,  when  the  exchanges  were  closed, 
to  recall  in  what  an  impasse  the  planters  found  themselves  when  there  were  no  ex- 
changes open  to  serve  as  a  clearing  house  for  cotton  prices.  We  recall  the  "buy  a 
bale"  campaign,  and  the  values  that  went  almost  to  nothing  at  all  because  there 
existed  no  machinery  to  harmonize  beliefs  and  melt  them  into  that  consensus  that 
would  determine  price. 

"It  is  buying  and  consumption,"  said  Senator  Comer,  "that  make  the  price.  It 
is  not  the  power  of  tendering  it  on  the  exchange." 

In  reply  to  that,  and  in  its  disproof,  we  have  but  to  quote  the  statistics  showing 
that  the  spread  between  good  ordinary  and  middling  cotton  in  1918,  when  the  former 
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was  still  tenderable  on  contract,  was  4£  cents  a  pound,  whereas  on  April  8  of  the 
present  year  that  spread  was  I3h  cents.  Such  was  the  depressing  effect  of  nonten- 
derability.     The  figures  are  eloquent. 

Mr.  Ransdell.  I  now  have  a  letter  from  former  Senator  Le  Roy  Percy,  of  Green- 
ville, Miss.  It  is  a  copy  of  a  letter  which  was  addressed  by  Senator  Percy  to  the 
Senator  from  Alabama  (Mr.  Comer)  on  the  7tb  of  this  month.  This  copy  was  handed 
to  me  by  the  Senator  from  Mississippi  [Mr.  Harrison]  at  my  request.  I  asked  the 
Senator  from  Alabama  if  he  would  have  any  objection  to  my  reading  it  in  connec- 
tion with  my  remarks,  and  he  very  kindly  replied  that  he  had  no  objection,  although 
he  said  that  the  situation  had  changed  in  many  particulars  since  this  letter  of  Senator 
Percy  was  written,  on  the  7th  of  this  month. 

The  letter  is  dated  Greenville,  Miss.,  April  7,  1920,  and  I  call  the  attention  of 
Senators  who  knew  ex-Senator  Percy  to  it,  because  he  is  one  of  the  ablest  men  who 
ever  sat  in  this  body.  He  served  here  only  a  brief  time,  but  he  impressed  his  great 
intellectuality,  independence  of  thought,  and  high  character  on  everyone  who  met 
him. 

"Senator  B.  B.  Comer, 

"  Washington,  D.  C. 

"Dear  Senator:  I  beg  to  acknowledge  receipt  of  your  letter  in  regard  to  your 
amendment  to  the  cotton-futures  act  and  I  appreciate  your  writing  me  in  reference 
to  the  matter,  and  I  have  read  with  much  interest  the  synopsis  of  your  argument 
in  favor  of  the  amendment. 

"I  am  in  thorough  accord  with  you  as  to  the  purpose  to  be  subserved  by  the  cotton 
exchanges.  They  are  intended  to  be  a  barometer  of  the  market  and  the  business 
usufruct  of  the  futures  market  consists  in  its  being  a  barometer  of  prices  on  the  hedg- 
ing of  sales  and  purchases;  and  I  further  agree  with  you  that  there  should  be  no 
modification  in  the  sense  of  making  looser  the  present  contract.  Our  only  point 
of  difference  is,  I  believe,  that  the  present  contract  makes  the  exchange  a  better 
barometer  of  actual  conditions  than  the  contract  with  your  proposed  amendment." 

The  present  contract  makes  the  exchange  a  better  barometer,  says  Senator  Percy, 
than  the  proposed  amendment. 

"The  present  contract  is  the  result  of  some  years  of  effort  to  secure  the  passage 
of  legislation  which  would  prevent  cotton  prices  from  reckless  manipulation  by 
gamblers." 

Senators  thought  that  we  had  accomplished  that  when  we  put  through  the  Smith- 
Lever  bill  several  years  ago.  We  worked  at  it  hard,  as  I  have  already  stated,  and 
we  thought  we  had  accomplished  it.  Senator  Percy  evidently  thought  the  same. 
He  proceeds: 

"The  present  contract  is  the  result  of  some  years  of  effort  to  secure  the  passage 
of  legislation  which  would  prevent  cotton  prices  from  reckless  manipulation  by 
gamblers,  their  chief  weapon  for  depressing  prices  being  their  ability  to  tender  on 
future  contracts  junk  which  nobody  wanted.  The  fear  of  such  tenders  kept  the 
price  of  futures  below  the  price  of  spots,  and  the  making  of  such  tenders  frequently 
stampede  the  market.  Under  the  present  contract,  while  a  purchaser  may  not  get 
the  grade  that  he  needs  in  his  business,  he  either  gets  the  grade  which  he  needs  or 
one  which  can  be  disposed  of." 

Under  the  present  contract,  if  you  do  not  take  the  grade  you  need  in  your  business, 
you  get  one  you  can  sell;  you  do  not  get  junk,  as  they  used  to  get  before  the  Smith- 
Lever  law  was  enacted. 

Mr.  Comer.  Mr.  President,  may  I  ask  the  Senator  a  question? 

The  Presiding  Officer  (Mr.  McCormick  in  the  chair).  Does  the  Senator  yield  to 
the  Senator  from  Alabama? 

Mr.  Ransdell.  Just  let  me  finish  this  sentence,  and  then  I  will  yield. 

"Junk  cotton  can  not  be  tendered  on  contracts,  and  yet  the  range  given  the  seller 
in  grades  is  sufficient  to  permit  of  his  always  being  able  to  fill  his  contracts." 

I  yield  now  to  the  Senator  from  Alabama. 

Mr.  Comer.  The  Senator  said  just  now  that  only  20,000  bales  had  been  put  on  the 
New  Orleans  Exchange  certificated  by  the  Bureau  of  Markets. 

Mr.  Ransdell.  That  is  what  the  Bureau  of  Markets  furnished  me  a  statement  of, 
20,744  bales. 

Mr.  Comer.  Say,  25,000? 

Mr.  Ransdell.  No;  20,744. 

Mr.  Comer.  All  right,  say  20,744.  What  I  wish  to  bring  out  is  that,  oi  course,  they 
have  sold  millions  of  bales,  and  they  have  had  certificated  only  20,744  bales.  1  am 
saying  that  to  show  you  that  the  exchange  does  not  propose  to  deliver  any  cotton. 
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That  is  what  I  am  after,  and  when  I  said  very  few  bales  had  been  delivered,  practically 
none,  that  is  what  I  meant.  I  meant  comparatively  none  of  the  higher  grade  had  been 
delivered.  They  have  20,744  certificated,  but  they  have  sold  millions  of  bales,  and 
they  do  not  mention  what  they  have  done  in  New  York.  There  are  less  than  10,000 
bales  of  cotton  there  certificated,  and  yet  there  are  millions  sold,  thus  shoving  the 
absurdity  of  delivering  cotton  through  the  exchanges  to  the  spinner  or  anyone  else. 
1  gave  you  permission  to  read  the  Percy  letter,  and  I  am  glad  you  did,  but  will  you 
read  Mr.  Welsh's  letter  also? 

Mr.  Ransdell.  I  have  not  his  letter. 

Mr.  Comer.  I  will  give  it  to  you. 

Mr.  Raxsdell.  You  can  read  it  in  your  own  time.  I  am  going  to  yield  the  floor  in 
a  few  moments,  and  then  you  can  reacl  anything  you  desire. 

In  reply  to  the  Senator,  I  do  not  care  to  go  into  the  explanation  again.  I  have  made 
it  once,  and  I  do  not  care  to  repeat  it.  But  the  Senator  gave  the  impression  very 
plainly,  in  the  extract  from  his  speech  which  I  have  quoted,  that  the  New  Orleans 
Cotton  Exchange  did  not  have  anything  to  do  with  any  but  the  low  grades,  nothing 
except  middling  and  above,  and  I  got  from  the  Bureau  of  Markets  the  certification  for 
the  past  year,  since  the  amendment  to  the  Smith-Lever  law  went  into  effect,  and  I 
read  it.  Now,  I  am  going  to  let  the  Senator  make  his  own  explanation  in  his  own  time. 
I  decline  to  yield  further.  I  have  certainly  been  very  generous,  and  the  Senator 
can  go  ahead  in  his  own  time. 

Mr.  Comer.  I  thank  the  Senator. 

Mr.  Ransdell.  Mr.  Percy  goes  on  to  say: 

"Without  accurate  data  on  hand,  I  am  inclined  to  question  the  statement  that  two- 
thirds  of  the  cotton  crop  runs  middhng  to  good  middling.  My  impression  is  that  more 
than  50  per  cent  is  below  middling.  That  the  present  price  of  futures  is  below  spots 
and  the  fact  that  the  distant  montns  are  lower  tnan  the  near  months  is  not  due  to  the 
ability  to  tender  low-grade  cotton  on  the  contracts.  This  is  shown  by  the  fact  that 
there  is  no  low-grade  cotton  in  New  York;  no  tenderable  cotton  sufficient  to  depress 
prices. 

"The  former  normal  conditions  which  made  the  distant  months  carry  higher  prices 
to  represent  the  carrying  charges  on  cotton  do  not  exist,  for  the  reason  that  the  world 
is  slow  to  concede — " 

Here  is  the  sort  of  a  statesman  he  is — 
"that  present  prices  are  justified.'' 

A  great  cotton  convention  in  Alabama  said  that  the  manufacturers  could  afford  to 
pay  60  cents  for  cotton.     Mr.  Percy  says. 

"The  world  is  slow  to  concede  tnat  present  prices  are  justified,  and  the  expectation 
is  that  there  will  be  a  break  in  the  price  of  spot  cotton  wnicii  will  be  reflected  in  lower 
prices  of  contracts,  and  this  expectation  operates  to  make  distant  montns  have  lower 
values,  each  month  as  it  is  reached,  being  forced  up  to  tne  value  of  spot  cotton,  because 
eacn  month  the  bears  find  that  they  have  been  disappointed  in  tne  price  of  s..ot  cotton 
being  lowered,  and  that  no  spot  cotton  can  be  bought  to  tender  on  tne  contracts. 

''J  believe  that  the  amendment  to  the  present  contract  would  make  dealings  fewer, 
and  the  frequency  of  transactions  on  the  exchanges  is  beneficial  to  tne  producer 
simply  as  affording  information  as  to  prices  and  tjieir  fluctuation.  Since  the  present 
contract  has  been  made  there  has  been  no  breaking  of  the  market  on  tenders  in  any 
considerable  amount  of  spot  cotton.  To  make  the  contract  harder  to  fill  for  the  seller 
would  lessen  the  number  of  transactions,  and  would  in  all  probability  make  tiie  con- 
tracts reflect  a  higher  value  than  the  average  value  of  spot  cotton  that  the  trade  has 
become  accustomed  to;  furthermore,  the  trade  has  become  accustomed  to  the  present 
contract,  and  it  is  the  same  contract  which  is  in  use  in  Liverpool.  I  do  not  believe  it 
would  be  made  a  better  barometer  in  reflecting  the  prices  of  the  actual  cotton  by  the 
amendment." 

This  gentlemen  is  certainly  not  one  of  those  members  of  the  cotton  exchange  referred 
to  by  the  Senator.  He  was  an  ornament  to  the  Senate  some  years  ago.  He  is  one  of 
the  best  lawyers  in  the  South,  one  of  its  largest  cotton  producers,  one  of  the  men  who 
has  the  greatest  quantity  of  spot  cotton  to  sell,  and  he  has  been  a  very  close  student  all 
his  life  of  all  the  problems  connected  with  cotton,  for  he  lives  in  the  city  of  Greenville 
Miss.,  in  the  center  of  the  finest  cotton  belt  on  earth.  There  is  nothing  comparable 
anywhere  to  the  Delta  lands  of  the  Mississippi  Valley.  The  city  of  Green ville  is  in  the 
center  of  this  rich  section,  and  Leroy  Percy  has  all  of  his  life  been  connected  in  the 
most  intimate  way  with  cotton,  as  a  producer,  as  a  handler,  as  a  lawyer  representing 
cotton  people,  and  he  certainly  knows  whereof  he  speaks.     He  adds: 

H  However,  I  do  not  believe  that  any  grave  disaster  would  result  from  the  adoption 
of  the  amendment.     It  is  simply  a  case  that  well  enough  had  better  be  let  alone.     My 
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own  interest  is  as  a  cotton  producer.     I  do  not  entertain  the  idea  that  there  is  anything 
sinister  in  the  amendment  or  that  it  is  designed  to  operate  in  favor  of  the  spinners.     It 
is  a  pleasure  to  find  a  law  proposed  by  one  who  has  made  a  careful  study  of  the  subject, 
as  you  have  evidently  done.    The  ends  which  we  both  desire  are  the  same. 
"Cordially,  yours, 

"Le  Roy  Percy." 

Mr.  Moses.  Mr.  President,  will  the  Senator  yield  to  me  for  a  question? 

Mr.  Ransdell.  In  just  one  second  I  will  yield.  I  wish  to  indorse  most  heartily  the 
closing  paragraph  of  this  letter  of  Senator  Percy.  I  know  not  whether  the  amendment 
is  going  to  produce  good.  I  certainly  do  not  believe  that  the  able  and  honorable 
Senator  from  Alabama  had  any  sinster  motive  in  offering  it.  I  am  certain  that  he  did 
not.  I  am  making  no  charge  against  the  spinners.  I  am  simply  asking  that  this  great 
question  be  studied  with  care,  every  opportunity  being  given  to  both  sides  to  be  heard 
before  it  is  acted  upon. 

I  now  yield  to  the  Senator  from  New  Hampshire. 

Mr.  Moses.  I  understood  the  Senator  a  short  time  ago  to  state  that  at  a  convention 
of  cotton  growers  held  last  week  in  Alabama  it  was  set  forth  that  the  manufacturers 
could  well  afford  to  pay  60  cents  a  pound  for  their  product. 

Mr.  Ransdell.  I  said  that  they  passed  a  resolution  saying  that  in  substance.  They 
did  not  state  cotton  ought  to  bring  60  cents  a  pound,  but  that,  considering  the  prices  at 
which  the  manufactured  products  are  being  sold,  the  manufacturers  could  well  afford 
to  pay  60  cents  a  pound  for  raw  cotton.     That  was  said  in  that  convention. 

Mr.  Moses.  In  the  course  of  the  discussion  which  took  place  in  that  convention  was 
there  given  any  basis  of  cost  of  production  of  the  finished  textiles  which  led  to  that 
conclusion? 

Mr.  Ransdell.  I  did  not  attend  that  meeting  of  the  convention,  and  can  not  say 
whether  there  was  or  not.  I  know  that  a  great  many  people  were  there  from  the  big 
cotton  manufacturing  States  of  North  Carolina,  South  Carolina,  Georgia,  Alabama,  and 
Mississippi,  all  of  which  manufacture  a  considerable  amount  of  cotton.  I  met  some  of 
the  manufacturers  myself,  but  I  was  not  present  at  the  meeting  where  this  resolution 
was  passed,  and  I  can  not  say  what  discussions  were  held  in  regard  to  it. 

Mr.  Moses.  Nor  can  the  Senator  state  whether  the  manufacturers  who  were  there 
offered  any  protest  against  this  effort? 

Mr.  Ransdell.  I  can  not  say  that.    All  I  know  is  that  the  resolution  was  passed. 

Mr.  Moses.  I  merely  wish  to  remark,  Mr.  President,  that  if  that  price  were  to  obtain 
for  cotton,  I  happen  to  know  of  a  single  manufacturing  establishment  in  the  State 
which  I  have  the  honor  in  part  to  represent  where  the  raw  material  for  a  year's  supply 
would  be  increased  about  $30,000,000,  if  such  an  increase  should  take  place  as  the 
Senator  has  indicated. 

Mr.  Ransdell.  In  Conclusion  I  wish  to  state  that  the  Smith-Lever  bill  as  an  ended 
March  4,  1919,  is  the  result  of  several  years  of  careful  study  and  consideration  of  the 
subject  and  that  the  cotton-future  market  and  the  cotton  trade  generally,  including  the 
producer  and  spinner,  are  enjoying  a  period  of  great  prosperity. 

I  am  opposed  to  the  Comer  amendment,  for  I  maintain  that  it  will  have  the  opposite 
effect  upon  the  producer  than  that  which  Senator  Comer  contends.  If  such  a  bill  is 
enacted  into  law,  the  trading  in  price-insurance  contracts  will  become  so  restricted  as 
to  ultimately  destroy  entirely  the  functions  of  cotton  exchanges  as  useful  and  necessary 
bodies  in  the  trade  at  large. 

The  Comer  amendment  should  be  given  a  general  hearing  of  all  interests  in  every 
branch  of  the  cotton  trade  before  the  proper  committees  of  Congress.  If  after  such  a 
hearing  and  due  investigation  it  is  found  that  it  has  the  merits  claimed  for  it  by  its 
author  and  adherents,  it  should  be  enacted  into  law.  On  the  contrary,  if  ir  has  no 
merit,  and  I  contend  that  it  has  not,  it  should  be  discarded,  certainly  for  the  present. 

Mr.  Comer.  The  Senator  from  Louisiana  quoted  extensively  from  State  Senator 
Percy.  I  will  say  that  the  Senator  from  Mississippi  [Mr.  Harrison]  told  me  that 
Senator  Percy  was  opposed  to  the  bill,  and  I  wrote  to  Senator  Percy,  who  is  a  trend  of 
mine — I  am  very  fond  of  him — to  know  about  it  and  inclosed  a  copy  of  the  amendment 
in  my  first  presentation.  His  reply  was  inserted  in  the  Record  by  the  Senator  from 
Louisiana  [Mr.  Ransdell],  with  my  consent.  I  think  he  was  \er\  clear  on  the  ques- 
tion. But  I  wish  to  call  the  attention  of  the  Senator  from  Louisiana  to  the  closing 
sentence  of  Senator  Percy's  letter: 

"However,  I  do  not  believe  that  any  grave  disaster  would  result  t'rom  the  adoption 
of  the  amendment." 
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Note  that: 

"However,  I  do  not  believe  that  any  grave  disaster  would  result  from  the  adoption 
of  the  amendment." 

If  that  statement  is  true — and  the  Senator  quoted  it  from  him  and  said  he  was  smart 
enough  to  know  what  he  is  talking  about — that  contradicts  every  statement  the 
exchanges  have  made — every  one.  If  that  statement  is  true,  if  Senator  Percy  has 
diagnosed  the  case  right — that  the  amendment  is  not  sinister,  that  it  will  not  hurt  the 
exchange — then  I  charge  that  the  whole  argument  falls  to  the  ground  as  a  result. 

The  Senator  has  quoted  him  as  a  guide  in  the  matter;  he  has  quoted  him  as  one  who 
is  competent  to  guide;  and  yet  he  says  the  amendment  is  not  sinister;  but  in  every 
argument  the  exchanges  have  made  they  say  the  amendment  is  sinister;  that  it  will 
destroy  the  cotton  exchanges  and  do  great  injury  to  the  cotton  business.  That  is 
what  they  say.  The  Senator  from  Louisiana  has  quoted  ex-Senator  Percy  inju- 
diciously.    I  think  he  made  a  mistake  in  quoting  him  at  all.     He  said: 

"My  own  interest  is  as  a  cotton  producer.  I  do  not  entertain  the  idea  that  there  is 
anything  sinister  in  the  amendment  or  that  it  is  designed  to  operate  in  favor  of  the 
spinners." 

And  yet  these  are  the  very  things  they  have  be*en  asserting.  The  whole  fabric  of 
the  opposition  is  based  on  the  amendment  being  sinister  and  operating  in  favor  of 
spinners.  I  repeat,  the  Senator  from  Louisiana  quoted  ex-Senator  Percy  injudi- 
ciously. 

Mr.  Ransdell.  Has  the  Senator  from  Alabama  finished  quoting  the  letter  of  ex- 
Senator  Percy?     If  so,  I  desire  to  ask  him  a  question. 

Mr.  Comer.  Anything  the  Senator  from  Louisiana  desires  to  ask  me  I  shall  be  very 
glad  to  answer.  He  was  very  kind  to  me  the  other  day,  and  he  may  ask  me  anything 
he  pleases  and  take  as  much  of  my  time  as  he  desires. 

Mr.  Ransdell.  I  thank  the  Senator  from  Alabama  very  much.  The  Senator  says 
that  I  have  quoted  Senator  Percy  incorrectly.  In  reply  I  desire  to  state  that  I  quoted 
ex-Senator  Percy's  entire  letter.  The  Senator  from  Alabama  will  admit  that,  will  he 
not? 

Mr.  Comer.  Yes,  sir. 

Mr.  Ransdell.  I  quoted  every  word  of  the  letter  except  a  personal  allusion  in  the 
closing  paragraph  in  regard  to  the  Senator  from  Alabama  hunting  with  ex-Senator 
Percy,  and  1  knew  the  Senator  from  Alabama  did  not  desire  that  I  should  include  that. 
However,  I  quoted  everything  that  bore  on  this  subject,  and  let  us  now  see  whether 
I  quoted  him  incorrectly.    He  says: 

"I  believe  that  the  amendment  to  the  present  contract  would  make  dealings  fewer 
and  the  frequency  of  transactions  on  the  exchanges  is  beneficial  to  the  producer 
simply  as  affording  information  as  to  prices  and  their  fluctuation.  Since  the  present 
contract  has  been  made  " — 

I  assume  that  he  alludes  to  the  Smith-Lever  law  contract.  That  law  was  passed  in 
1914,  reenacted  in  1916,  and  an  amendment  to  it  adopted  in  1919.  I  assume  that  that 
is  what  he  means  by  "present  contract."  I  continue  reading  from  his  letter — 
"there  has  been  no  breaking  of  the  market  on  tenders  in  any  considerable  amount  of 
spot  cotton.  To  make  the  contract  harder  to  fill  for  the  seller  would  lessen  the  number 
of  transactions,  and  would  in  all  probability  make  the  contracts  reflect  a  higher  value 
than  the  average  value  of  spot  cotton  that  the  trade  has  become  accustomed  to;  further- 
more, the  trade  has  become  accustomed  to  the  present  contract,  and  it  is  the  same 
contract  which  is  in  use  in  Liverpool.  I  do  not  believe  it  would  be  made  a  better 
barometer  in  reflecting  the  prices  of  the  actual  cotton  by  the  amendment." 

It  seems  to  me  words  could  not  indicate  more  plainly  than  those  that  ex-Senator 
Percy  is  opposed  to  the  amendment  of  the  Senator  from  Alabama.  He  thinks  that  if 
the  amendment  should  be  adopted  it  would  not  afford  a  "better  barometer."  He 
does  add  the  words  to  which  the  Senator  refers,  that  he  does  not  believe  the  Senator's 
motives  were  sinister,  and  I  desire  to  say  to  the  Senator  from  Alabama  that  I  do  not 
believe  his  motives  were  designing.  I  believe  he  was  perfectly  sincere.  Ex-Senator 
Percy  says  that  as  a  producer  of  cotton  he  does  not  think  the  contract  would  be 
bettered;  that  the  amendment  would  make  it  more  difficult  of  fulfillment;  in  conse- 
quence would  lessen  the  number  of  transactions  on  the  exchanges;  and  finally  destroy 
the  contract  to  which  the  trade  is  accustomed — the  same  contract  used  in  Liverpool, 
the  cotton  center  of  the  world.  Those  are  the  important  points  of  his  argument  against 
the  Senator's  amendment  and  explain  why  I  read  the  letter.  Ex-Senator  Percy,  well 
versed  in  the  trade  practices,  is  a  very  able  man  and  a  very  large  producer  of  cotton. 

Mr.  Comer.  Mr.  President,  I  am  very  glad  that  the  Senator  from  Louisiana  does  not 
think  my  motives  were  sinister  or  doubt  my  perfect  sincerity  in  the  matter. 
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In  reference  to  the  question  as  to  whether  or  not  it  would  reduce  the  number  of 
sellers,  that  is  not  a  very  great  factor  anyway.  I  do  not  myself  believe  there  would  be 
as  many  gamblers  on  the  market;  I  mean  that  class  who  only  go  in  when  they  have  an 
unlawful  advantage,  which  is  not  unlike  a  marked  card  or  loaded  dice  game.  I 
myself  do  not  believe  that  there  would  be  a  greater  combination  to  bear  the  market. 
That  is  the  very  thing  against  which  we  are  fighting.  If  you  want  to  encourage  such 
gambling  in  cotton  it  can  be  accomplished  under  the  present  system.  This  is  why 
the  exchanges  are  fighting  the  amendment,  but  if  it  is  desired  to  secure  fair  dealing 
and  stabilize  prices,  so  that  anybody  can  go  into  the  business  with  perfect  safety,  I 
mean  so  far  as  the  gambling  is  concerned,  then  we  should  amend  existing  legislation; 
and  the  amendment  which  I  have  offered  is  not  detrimental  to  any  interest. 

I  am  glad  the  Senator  from  Louisiana  has  again  laid  stress  on  the  letter  of  ex-Senator 
Percy;  but  if  the  Senator  will  excuse  me,  he  did  not  read  the  letter  accuratelv.  He 
said  that  I  had  not  done  anything  which  was  sinister,  but  the  letter  itself  says  that  the 
amendment  is  not  at  all  sinister.  Mr.  Percy  says  the  amendment  is  not  going  to  hurt; 
he  means  the  amendment  will  not  hurt  the  exchanges  themselves  and  nothing  can 
hurt  them  so  long  as  there  is  honesty  in  business.  That  is  just  exactly  what  the 
amendment  is  meant  to  accomplish. 

Mr.  Ransdell.  Will  the  Senator  yield  for  a  question? 

The  Presiding  Officer.  Does  the  Senator  from  Alabama  yield  to  the  Senator  from 
Louisiana? 

Mr.  Comer.  Certainly. 

Mr.  Ransdell.  The  Senator  continues  to  emphasize  the  point  against  gamblers. 
Does  he  mean  to  say  that  ex- Senator  Percy  is  a  gambler  in  cotton?  Is  that  the  pur- 
port of  the  Senator's  argument?  Ex-Senator  Percy  is  very  much  opposed  to  the 
amendment  of  the  Senator  from  Alabama.  Now,  does  the  Senator  from  Alabama 
pretend  to  say  that  ex-Senator  Percy  is  a  gambler?  Mr.  Percy  says  he  is  a  producer 
of  cotton,  and  he  makes  the  point  that,  as  a  producer  of  cotton,  he  is  opposed  to  the 
Senator's  amendment. 

Mr.  Comer.  Mr.  Percy  certainly  is  not  the  kind  of  gambler  that  this  amendment  is 
designed  to  checkmate. 

Mr.  Ransdell.  It  may  be  that  some  of  us  who  are  producers  of  cotton  also  bet.  I 
rather  think  the  Senator  from  Alabama  himself  said  he  had  bought  some  futures.  He 
told  us  about  a  trade  between  himself  and  one  of  the  New  Orleans  merchants,  in 
which  he  said,  in  substance,  that  he  had  been  treated  very  badly  by  that  merchant, 
from  whom  he  bought  100  bales  of  cotton.  I  tried  to  get  the  Senator  to  tell  the  Senate 
who  sold  him  that  100  bales,  but  he  failed  to  do  so.  So  ex-Senator  Percy  may  be  a 
speculator,  but  he  could  hardly  be  called  a  gambler,  I  imagine.  I  should  very  much 
dislike  to  have  that  term  applied  to  him. 

Mr.  Comer.  Mr.  President,  I  am  glad  the  Senator  from  Louisiana  has  mentioned 
the  transaction  in  New  Orleans  to  which  I  formerly  referred.  I  am  going  to  state  the 
figures  to  the  Senator,  if  he  please. 

Mr.  Ransdell.  I  shall  be  delighted  to  hear  them,  but  I  wish  the  Senator  would  first 
tell  me  whether  ex-Senator  Percy  is  a  gambler. 

Mr.  Comer.  The  Senator  from  Louisiana  must  not  be  personal,  if  he  please.  I  will 
ask  him,  however,  if  he  ever  knew  a  man  from  the  Delta  of  the  Mississippi  who  was 
not  a  gambler  or  sportsman  enough  to  take  a  chance? 

Mr.  Ransdell.  I  can  look  into  the  mirror  and  see  one.  I  livp  in  the  Delta  of  the 
Mississippi,  and  I  am  not  a  gambler. 

Mr.  Comer.  The  Senator  must  feel  very  lonely  sometimes. 

The  hundred  bales  of  cotton  of  which  I  spoke  and  concerning  which  the  Senator 
inquires  were  bought  through  the  Howell  Cotton  Co.,  of  Birmingham,  Ala.,  and  were 
delivered  through  Lowrey  &  Co.  at  New  Orleans.  I  should  like  to  have  the  Senator 
pay  particular  attention  to  the  figures  I  am  about  to  read. 

Mr.  Ransdell.  I  shall  be  delighted  to  listen. 
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Mr.  Comer.  They  show  exactly  how  the  transaction  was  carried  out.  I  sent  a  copy 
to  Senator  Smith  of  South  Carolina,  Senator  Smith  of  Georgia,  and  to  the  Bureau  of 
Markets,  and  I  secured  this  copy  from  the  Bureau  of  Markets  yesterday.  The  following 
is  a  copy  of  the  invoice  as  made  to  our  company: 

J.  J.  Lowrey  &  Co., 
New  Orleans,  La.,  May  14,  1918. 

Statement  of  97  bales  of  cotton  received  on  May  contracts  for  account  of  Howell  Cotton 

Co. 


Bales 
of 
cot- 
ton. 


Grade. 


Low  middling  spots,  lot  5556,  Terrell 

Low  middling,  lot  5535,  Terrell 

Low  middling  snots,  lot  5580,  Terrell 

Low  middling  tinge,  lot  5580,  Terrell 

Low  middling,  lot  5583;  Terrell 

Low  middling  yellow  light  tinge,  lot  5583,  Terrell 

Low  middling  soots,  lot  5581,  Terrell 

Low  middling,  lot  5665,  Terrell 

Low  middling  yellow  light  tinge,  lot  5635,  Terrell 

Low  middling  yellow  light  tinge,  lot  5653,  Terrell 

Low  middling  yellow  light  tinge,  lot  5554,  Terrell 

Lew  middling  snot,  lot  5636,  Terrell 

Stri  t  low  middling  yellow  light  tinge,  lot  5578,  Terrell 

Low  middling,  lot  5578,  Terrell 

Low  middling,  lot  5578,  Terreil 

Good  middling,  yellow  stain,  lot  5602,  Terrell 

Middling,  yellow  tinge,  lot  5545,  Terreil 

Light  to  strict  low  middling,  yellow  light  tinge,  lot  5545,  Terrell . 

Strict  good  ordinary  to  low  middling,  lot  5545,  Terrell 

Strict  middling,  off  color,  lot  5700,  Terrell 

Strict  low  middling,  lot  5700.  Terrell 

Low  middling,  lot  5700,  Terrell 

Middling  yellow  stain,  lot  5624,  W.  H 

Strict  low  middling,  lot  5624,  TV.  H 

Strict  low  middling,  off  color,  lot  5324,  W.  H 

Low  middling,  off  color,  lot  5627,  W.  H 

Low  middling,  spots,  lot  5627,  W.  H 

Low  middling  yellow  light  tinge,  lot  5627,  W.  H 

Low  middling,  off  color,  lot  C-3918,  W.  H 

Low  middling,  spotted,  lot  C-3918,  W.  H 

Low  middling,  snots,  lot  3010,  W.  H 

Low  middling  yellow  light  tinge,  lot  3010,  W.  H 

Low  middling,  lot  C-2993,  W.  M 

Low  middling,  lot  C-2981,  W.  H 

Low  middling,  off  color,  lot  C-2981,  W.  H 

Low  middling,  snotted,  lot  C-2981,  W.  H 

Low  middling  yellow  light  tinge,  lot  C-3019,  W.  H 

Low  middling  yellow  tinge,  lot  C-3019,  W.  H 

Middling  yellow  light  tinge,  lot  C-2971 ,  W.  H 

Middling  yellow  light  stain,  lot  C-2971.  W.  H 

Strict  low'middling  yellow  light  tinge,  lot  C-3007,  E.  H 

Strict  low  middling  yellow  tinge,  lot  C-3007,  E .  H 

Low  middling  yellow  tinge,  lot  C-3007.  E.  H 

Low  middling,  snots,  lot  C-3011,  W.  H 

Low  middling  vellow  light  tinge,  lot  C-3011,  W.  H 

Strict  low  middling  yellow  light  Tinge,  lot  C-2998,  W.  H 

Strict  good  ordinary;  lot  C-2998,  W.  H 

Strict  good  ordinary  to  low  middling,  lot  C-2974,  W.  H 

Strict  good  ordinary,  lot  C-2974,  W.  H 


Weight. 


967 

727 

1,641 

429 

417 

496 

1,977 

502 

523 

907 

851 

1,950 

572 

2,225 

1,013 

1450 

480 

342 

559 

610 

1,684 

969 

504 

2,000 

528 

341 

525 

1,  543 

1,  520 

2,263 

1,  653 

1,080 

1,984 

536 

476 

1,034 

1,155 

398 

1,  945 

536 

419 

443 

556 

1,  054 

478 

916 

1,938 

1,036 

2,488 


Total. 


49, 640 


Off. 


237 
225 
237 
275 
200 
275 
237 
200 
275 
275 
275 
237 
163 
237 
200 


Amount 
off. 


200 
125 

88 
113 
225 
237 
275 
225 
237 
237 
275 
200 
200 
225 
237 
275 
288 

75 
100 
163 
176 
28S 
'237 
275 
163 
325 
263 
325 


$22.  92 
16.36 
38.89 
11.80 

8.34 
13.64 
46.85 
10.04 
14.38 
24.94 
23.40 
46.21 

9.32 
52.73 
20.26 


14.82 

19.38 

6.30 

17.60 

5.97 

7.67 

12.44 

42.43 

34.  20 

53.  63 

39.18 

29.  70 

39.68 

10.72 

10.71 

24.  51 

31.76 

11.46 

14.59 

5.36 

6.83 

7.80 

16.01 

24.98 

13.14 

14.93 

62.98 

27.25 


1,  073. 38 


Tass. 


97  bales  of  cotton,  weighing  49,510  pounds,  at  25.95  cents. 
Lot  5700,  Terrell,  63  oh 


Amount  off. 


Compressing  97  bales,  at  50  cents 

One-half  certificating  46  bales  of  cotton,  at  18f  cents. 
One-half  certificating  51  bales  of  cotton,  at  25  cents.. 


Total. 


$12,  881. 58' 
3.84 


12,  885.  42 
1,073.38 

11,812.04 

48.50 

8.63 

12.75 

11,  881. 92 
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The  total  was  97  bales,  but  the  weight  made  it  100  bales. 

Mr.  Sheppard.  From  what  document  has  the  Senator  been  reading? 

Mr.  Comer.  I  have  been  reading  from  the  absolute  sales  sheet  from  New  Orleans 
of  the  100-bale  contract  as  delivered  at  New  Orleans. 

Mr.  Sheppard.  Under  a  contract  which  the  Senator  had  previously  made? 

Mr.  Comer.  Yes,  sir. 

Mr. -Sheppard.  And  what  the  Senator  has  read  shows  what  was  actually  offered 
him  on  the  contract? 

Mr.  Comer.  Yes:  what  was  actually  delivered. 

Mr.  Sheppard.  To  the  Senator  on  that  contract? 

Mr.  Comer.  Yes;  on  that  contract.  We  shinped  the  cotton  to  the  mill  at  Sylacauga 
and  manufactured  it.  We  have  mills  there  that  can  manufacture  any  grade.  What 
I  have  read  shows  the  multiplex  assembly  and  character  of  cotton  that  was  actually 
delivered  according  to  a  copy  of  the  sales  sheet  which  has  been  in  the  Bureau  of 
Markets  since  last  year,  I  mvself  having  secured  a  copy  from  the  Bureau  of  Markets. 

Mr.  Sheppard.  Can  the  Senator  put  in  the  record  at  this  point  the  contract  which 
he  made  originally,  so  that  we  can  compare  the  contract  itself  with  the  figures  he  has 
given? 

Mr.  Comer.  The  contract  was  for  100  bales  of  May  cotton,  bought  under  the  original 
Smith-Lever  bill  as  amended  in  1916  and  delivered  within  the  terms  of  that  law. 

Mr.  Ransdell.  Mr.  President,  will  the  Senator  yield? 

The  Presiding  Officer  (Mr.  King  in  the  chair).  Does  the  Senator  from  Alabama 
yield  to  the  Senator  from  Louisiana? 

Mr.  Comer.  I  yield. 

Mr.  Ransdell.  I  should  like  the  Senator  to  tell  us  how  many  bales  of  that  cotton 
were  not  spinnable.     Was  not  all  of  that  cotton  spinnable? 

Mr.  Comer.  I  will  go  into  a  full  explanation  of  that.  There  are  mills  that  can  spin 
anything.  In  our  mills,  as  I  have  stated  heretofore,  we  can  spin  anything  from  waste 
to  strict  good  middling.  We  have  two  mills  which  do  not  use  anything  below  strict 
middling,  and  if  any  of  this  cotton  were  shipped  to  them  we  could  not  have  used  a  1  ale 
of  it.  We  have  three  such  mills  now,  which  altogether  have  80,000  spindles,  and  if 
we  had  shipped  every  single  bale  of  this  cotton  to  those  mills  they  could  not  have 
used  a  bale  of  it.  There  are  many  mills,  Senator,  that  could  not  have  used  one  single, 
solitary  bale  of  this — not  one  bale — and  when  they  tendered  this  cotton,  made  up  as 
you  see  it  was,  it  was  tendered  with  the  knowledge  that  it  could  not  be  used. 

Mr.  Ransdell.  May  I  ask  how  many  mills  the  Senator  has  that  he  says  could  not 
use  that  cotton? 

Mr.  Comer.  I  say  our  company  has  three  mills  that  could  not  use  it. 

Mr.  Ransdell.  Could  it  be  used  by  any  of  your  mills? 

Mr.  Comer.  Yes,  sir. 

Mr.  Ransdell.  How  many  of  your  mills  could  use  it? 

Mr.  Comer.  My  own  company? 

Mr.  Ransdell.  Yes;  or  your  affiliated  companies.  I  do  not  know  how  many  mills 
you  really  have.     I  understood  that  you  had  quite  a  number — 8  or  10,  is  it  not? 

Mr.  Comer.  Our  company  has  eight.     I  put  that  in  the  Record  the  other  day. 

Mr.  Ransdell.  How  many  spindles? 

Mr.  Comer.  About  200,000. 

Mr.  Ransdell.  You  say  this  cotton  could  have  been  used  by  some  of  your  mills'1 

Mr.  Comer.  Yes,  sir. 

Mr.  Ransdell.  Then,  Senator,  could  it  have  been  very  bad  if  some  of  your  mills 
could  have  used  it? 

Mr.  Comer.  That  is  not  the  question.  The  average  mill  could  not  have  used  it. 
The  average  cotton  mill  could  not  have  used  a  bale  of  it. 

Mr.  Ransdell.  But,  Mr.  President 

Mr.  Comer.  Wait  a  minute,  please — and  when  you  sell  to  the  trade  any  industrial 
commodity  that  can  not  be  used  by  the  average  man,  it  is  wrong. 

Mr.  Ransdell.  It  was  all  spinnable  cotton,  though? 

Mr.  Comer.  Spinnable,  yes. 

Mr.  Ransdell.  And  some  of  your  mills  could  have  used  every  bale  that  was  ten- 
dered to  you? 

Mr.  Comer.  Surely. 

Mr.  Ransdell.  Ail  right. 

Mr.  Comer.  That  cotton  was  from  New  Orleans.  Here  is  a  statement  oi  some 
cotton  that  we  received  from  New  York.  It  was  about  the  same  time,  and  I  will 
be  candid  with  you.  The  futures  act  was  in  controversy,  and  we  made  the  tight 
two  years  ago,  and  we  published  statements  in  the  different  papers  of  Georgia,  Alabama. 
and  South  Carolina,  and  we  carried  the  light  to  the  Agricultural  Department. 
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Mr.  Houston  was  Secretary  at  the  time.  Anybody  is  at  liberty  to  take  that  cor- 
respondence and  print  every  line  of  it.  We  were  fighting  for  the  people's  rights, 
which  were  being  disregarded. 

We  took  up  cotton  orj  two  contracts  in  Xew  York  and  one  in  Xew  Orleans  for  the 
special  purpose  of  showing  Congress  what  was  being  done  under  the  law  of  the  land. 
That  is  what  we  did  it  for.  We  did  not  have  to  take  the  cotton  at  all.  but  we  wanted 
to  have  you  see  just  what  was  going  on.  and  we  sent  copies  to  the  Senators  from  South 
Carolina  [Mr.  Smith]  and  Georgia  [Mr.  Smith]  to  show  Congress  just  what  was  going 
on;  and  we  demanded,  as  citizens  and  representatives  of  the  business  of  this  country, 
that  we  should  be  protected  in  the  right  to  do  a  straight,  square  business.  That  is 
what  we  did.  We  took  up  two  contracts  in  Xew  York.  I  will  read  from  the  sale 
sheet 

Mr.  Raxsdell.  Mr.  President,  will  the  Senator  permit  a  question? 

The  Presiding  Officer.  Does  the  Senator  from  Alabama  further  yield  to  the  Sen- 
ator from  Louisiana? 

Mr.  Comer.  Yes.  sir. 

Mr.  Raxsdell.  In  order  that  we  may  understand  the  matter  clearly  as  we  go  along, 
I  wish  the  Senator  would  explain  whether,  in  getting  supplies  of  cotton  for  his  mills, 
he  purchases  on  a  specific  contract,  in  which  he  sets  out  the  exact  number  of  bales 
and  kind  of  cotton  he  desires,  to  wit,  middling,  or  strict  middling,  or  good  middling, 
or  strict  good  middling,  or  middling  fair,  or  low  middling,  and  so  forth.  Does  he  make 
a  specific,  definite,  concrete  contract  to  be  delivered,  so  many  bales  of  particular  grade, 
or  does  he  depend  upon  getting  supplies  for  his  mills  in  the  future  market,  on  which 
the  basis  of  the  contract  is  middling? 

Mr.  Comer.  Just  as  you  said  just  now.  Senator.  You  read  Mr.  Thompson's  letter 
to  Wannamaker.  in  which  he  declared  that  the  function  of  the  exchange  was  not  to 
deliver  cotton,  but  that  it  was  insurance  to  protect  the  transactions  in  cotton.  That 
is  what  it  is  for.  We  buy  contracts  for  insurance  or  protection,  and  up  to  this  time  I 
want  to  show  you  how  closely  it  was  done.  Up  to  April  of  last  year,  for  quite  a  while, 
the  exchange  market  had  been  running  pretty  fairly  well  along  with  the  cotton  market; 
but  commencing  in  May  the  drop  was  5  cents  at  one  time.  $25  a  bale.  It  came  like  a 
thunderclap  on  our  business;  and  I  say  to  you,  Senator,  that  a  law  that  allows  such 
transactions  as  that  is  wrong. 

Mr.  Raxsdell.  Will  the  Senator  kindly  answer  my  question? 

Mr.  Comer.  Yes.  sir. 

Mr.  Raxsdell.  I  say.  assuming  that  you  need  10.000  bales,  or  50,000  bales — I  do 
not  know  how  many  bales  your  mills  would  use;  probably  50,000  bale3 — if  you  needed 
50  000  bales,  then  would  you  make  specific  contracts  to  be  delivered,  those  50.000 
bales  of  particular  grades,  a  certain  number  of  bales  per  month,  or — repeating  my  ques- 
tion— would  you  depend  upon  getting  them  on  a  future  contract,  in  the  future  market? 

Mr.  Comer.  We  could  either  ourselves  hed?e  in  the  futures  market,  buying  that 
much  cotton  for  such  months  ahead  as  we  would  like,  depending  ourselves  on  buying 
direct,  or  from  such  sources  as  we  saw  proper,  the  spot  cotton  that  we  needed,  and 
as  the  spot  cotton  was  acquired  could  sell  the  hedge.  In  that  event  there  would  be 
no  specific  grade  contract:  again,  we  frequently  buy  specific  grades  from  a  dealer  at 
a  specific  price,  either  made  on  a  futures  basis  month  or  an  absolute  price  which  he 
has  figured  as  based  on  a  futures  month:  and  this  is  really  the  ;;  cream"  of  the  stabilized 
market,  because  just  as  he  can  safely  depend  upon  the  futures  market  correlated 
with  the  spot  market,  then  to  such  an  extent  would  his  contract  be  insured  or 
noninsured. 

Mr.  Raxsdell.  Then,  do  I  understand  the  Senator  to  say  that  he  makes  specific 
contracts  or  that  he  does  not? 

Mr.  Comer.  We  do  not  make  specific  contracts  on  the  exchange. 

Mr.  Raxsdell.  I  do  not  mean  on  the  exchange.  I  mean  for  the  cotton  which  you 
need  in  your  business,  this  50.000  bales. 

Mr.  Comer.  Thousands  of  bales  of  it:  yes.  sir. 

Mr.  Raxsdell.  You  make  specific  contracts? 

Mr.  Comer.  Thousands  of  bales,  yes;  but  not  on  the  exchanges. 

Mr.  Raxsdell.  You  do  not  buy  on  the  exchange,  except,  I  presume,  to  insure  or 
hedge  against  your  actual  transactions? 

Mr.  Comer.  That  is  right. 

Mr.  Raxsdell.  You  use  it,  then,  as  a  medium  of  insurance? 

Mr.  Comer.  To  be  sure.  That  is  what  it  is  for.  That  is  its  function;  and  let  me 
tell  you,  Senator,  since  you  have  brought  up  that  question,  this  last  year  we  all  thought 
that  the  Smith-Lever  bill  was  going  to  do.  We  all  thought  the  amendment  had  ac- 
complished its  purpose  and  the  contract  market  went  along  smoothly  until  last  fall. 
Last  summer  and  early  fall  the  exchange  prices  were  running  along  with  the  spot 
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cotton  prices,  and  there  were  thousands  of  dealers  who  sold  middling  and  above, 
based  on  the  exchange  price.  They  sold  cotton,  and  then  bought  futures:  but  in 
less  than  60  days  there  was  a  revolution  in  the  exchanges.  Spot  middling  and  above 
advanced  from  200  to  300  points.  It  went  up  just  like  this:  and  those  unfortunate 
dealers  trusting  your  law  for  protection  had  sold  spot  cotton  middling  and  above, 
basis  contract  middling,  depending  on  the  proper  functioning  of  the  exchanges,  because 
of  the  last  amendment  to  the  Smith-Lever  bill  lost  tens  of  thousands  of  dollars,  all 
because  the  exchanges  failed  to  function  as  Mr.  Thompson  says  they  should. 
Fit  was  wrong.  It  was  wrong.  They  had  insured  in  the  exchanges.  They  had  a 
right  to  expect  the  exchanges  to  function  in  the  way  the  law  intended  they  should 
function  and  the  right  to  believe  they  were  protected.  Not  merely  in  my  section  of 
the  country  but  all  through  the  country  those  people  who  trusted  in  the  exchange 
market  as  it  existed  then,  and  sold  the  higher  grades  of  cotton,  middling  and  above, 
suffered  because  they  did  not  anticipate  that  the  exchanges  would  permit  this  great 
difference  between  the  middling  basis  and  the  middling  spots — a  difference  that  was 
facticiously  accomplished. 

Mr.  Ransdell.  Mr.  President,  will  the  Senator  yield? 

The  Presiding  Officer.  Does  the  Senator  from  Alabama  further  yield  to  the 
Senator  from  Louisiana? 

Mr.  Comer.  Certainly. 

Mr.  Ransdell.  When  you  make  a  contract  for  middling  and  ask  for  specific  de- 
livery of  the  100  bales  under  your  contract,  or  the  1,000  bales  under  your  10  contracts — 
I  believe  100  bales  is  called  a  contract,  is  it  not? 

Mr.  Comer.  Yes,  sir. 

Mr.  Ransdell.  Now,  assume  that  you  have  made  a  contract  for  1,000  bales,  let  us 
say,  of  middling,  and  the  New  York  Exchange  or  the  New  Orleans  Exchange  attempts 
to  deliver  you  a  certain  percentage  of  that  in  low  middling,  for  example,  or  strict  low 
middling,  will  they  not  pay  you  the  difference,  the  commercial  difference  or  a  fair 
difference,  between  the  value  of  low  middling  and  the  value  of  that  which  they 
deliver? 

Mr.  Comer.  If  they  paid  the #  commercial  difference,  the  differences  as  actually 
exist  in  the  spot  market  and  which  the  Smith-Lever  bill  intended,  it  would  be  right. 
It  would  straighten  out  the  whole  transaction,  but  they  vary  the  differences  between 
the  grades  and  the  actual  difference  in  the  spot  market  so  much  that  no  man  can  take 
account  of  it  or  guard  against  it. 

Mr.  Ransdell.  You  mean  the  trouble  is  in  the  practical  application  of  the  matter, 
then? 

Mr.  Comer.  Yes,  sir;  I  mean  when  you  bring  it  down  to  practical  application,  they 
are  not  there.    That  is  what  I  mean. 

Mr.  Ransdell.  You  mean  they  do  not  treat  you  fairly? 

Mr.  Comer.  That  is  just  exactly  what  I  mean.  The  contract  market  as  at  present 
conducted  admits  of  fictitious  differentials  between  the  grades  of  cotton  tendered  for 
delivery. 

Mr.  Ransdell.  If  they  do  not  treat  you  fairly  at  the  present  time,  may  I  ask  how 
you  expect  to  get  fair  treatment  even  if  your  amendment  should  be  adopted0 

Mr.  Comer.  The  amendment  secures  that  one-half  of  the  contract  shall  be  middling 
and  above,  the  tendency  will  be  to  make  the  basis  of  this  contract  on  the  actual  spot 
price  middling  instead  of  basis  spot  price  middling,  as  at  present.  The  present 
contract  basis  middling  is  secured  by  getting  the  spot  prices  from  actual  spot  sales 
from  10  spot  markets  on  10  different  grades  and  from  it  compositing  the  differentials, 
making  the  basis  middling,  which  is  impossible. 

*  *  *  *  *  *  * 

Mr.  Ransdell.  Mr.  President,  would  the  Senator  from  Alabama  permit  me  to  ask  a 
question? 

Mr.  Comer.  Certainly. 

Mr.  Ransdell.  I  wish  to  ask  the  Senator  from  South  Carolina  what  would  be  the 
effect  in  the  case  he  stated  if  the  amendment  of  the  Senator  from  Alabama  be  agreed 
to?    How  would  it  materially  improve  the  situation? 

Mr.  Smith  of  South  Carolina.  The  only  thing  in  the  premises,  I  take  it,  that  the 
Senator  from  Alabama  is  striving  to  do  is'to  so  relate  the  spot  and  future  markets  that 
when  one  goes  up  the  other  goes  up,  and  when  one  goes  down  the  other  goes  down. 

Mr.  Comer.  That  is  where  they  belong. 

Mr.  Smith  of  South  Carolina.  I  knew  that  was  what  the  Senator  was  attempting  to 
do.     But  as  to  what  effect  the  amendment  would  have 

Mr.  Ransdell.  That  is  what  I  am  trying  to  get  at. 

Mr.  Smith  of  South  Carolina.  As  to  just  what  effect  the  amendment  may  have  on 
the  general  price  of  cotton  is  problematical,  just  as  it  was  problematical  when  1  had  it 
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restricted  to  10  grades.     I  expected  more  benefit  in  a  way,  but  I  had  not  properly 
discounted  the  effect  of  the  Government  order.     However,  it  remains  to  be  seen;  I 
do  not  know  just  what  use  those  who  deal  in  it  will  put  it  to. 
Mr.  Ransdell.  May  1  ask  one  other  question  in  line  with  this? 
Mr.  Comer.  Yes. 

Mr.  Ransdell.  The  Senator  from  South  Carolina,  I  take  it,  has  been  as  great  a 
student  of  this  subject  as  we  have  in  the  country — certainly  the  most  attentive  student 
of  it  in  the  Senate — and  he  says  that  in  his  opinion  the  effect  of  the  amendment  would 
be  very  problematical.  I  imagine  from  that  statement  by  the  Senator  that  although 
he  perhaps  has  thought  a  great  deal  about  this  matter,  and  notwithstanding  his  great 
knowledge  and  mastery  of  the  subject,  he  must  be  in  the  greatest  doubt  as  to  whether 
or  not  we  should  adopt  the  amendment. 

Mr.  Smith  of  South  Carolina.  I  frankly  admit  that  I  am  a  bit  skeptical  at  this  stage 
of  the  game  of  gratifying  results  from  almost  any  law  we  may  pass,  for  the  reason  that 
it  seems  as  if  there  is  some  way  found  to  evade  the  specific  intent  and  purposes  of  the 
law. 

But  the  purpose  for  which  I  rose  was  to  ask  the  Senator  from  Alabama  if  it  was  his 
intent  in  the  amendment  to  so  legally  bind  the  spot  and  future  markets  together  as  to 
make  it  impossible  for  one  to  rise  without  the  other  rising,  pair  fashion,  and  the  decline 
of  the  same? 

Mr.  Comer.  I  can  answer  immediately — the  very  minute  that  this  goes  into  effect 
as  a  law,  that  then  the  contract  market  would  base  on  the  middling  market  or  very 
near  to  it.  At  present  it  is  basis  middling,  which  can,  as  I  just  showed  you,  be  4  or  5 
cents  a  pound  under  the  spot  market.  This  will  make  it  basis  spot  market  and  basis 
middling.  You  will  have  practically  one  basis.  That  is,  I  think  it  will  operate 
that  way. 

Going  on  with  my  statement,  on  March  24  New  Orleans  had  changed  positions  with 
New  York  about  4  cents  a  pound.  Something  was  wrong,  was  it  not?  Then  here  is 
the  22d  May,  New  York  40.91,  July  38.85.  It  had  changed  2  cents.  Then,  on  April 
29,  May  was  40.20  New  York,  July  38.20,  and  New  Orleans  was  39.20,  a  cent  lower, 
and  it  had  been  running  anywhere  from  three-quarters  to  a  cent  and  a  half  higher. 

The  point  is  this:  New  York  is  now  largely  functioning,  and  functioning  very  close 
to  the  spot  market.  Is  anything  hurt  by  that  fact?  Do  you  not  know  it.  helps' them; 
that  if  by  any  means  it  could  be  secured  that  New  York  and  New  Orleans  should 
function  together  on  the  spot  market,  then  the  trouble  would  be  over? 

Mr.  Ransdell.  Does  the  Senator  think  that  as  a  result  of  his  amendment,  should  it 
be  agreed  to,  that  the  differences  between  the  spot  and  the  future  markets  would 
become  practically  the  same  and  that  we  would  have  in  the  futures  market  substan- 
tially the  same  differences  as  in  the  spot  market? 
Mr.  Comer.  That  is  what  we  are  trying  to  do. 

Mr.  Ransdell.  Suppose  that  should  be  the  result;  I  ask  the  Senator  if  that  would 
not  so  restrict  the  market  that  dealers  would  not  invest  in  these  future  contracts? 
Would  it  not  contract  and  narrow  it  in  such  a  manner  that  people  would  not  deal  in 
futures,  and  therefore  the  Senator  would  lose  the  very  insurance  that  he  is  seeking  to 
secure? 

In  other  words,  he  would  kill  the  goose  that  lays  the  golden  egg,  which  seems  so 
important  to  his  mills.  The  Senator  finds  that  he  must  have  an  insurance  and  an 
insurance  medium.  The  exchanges  are  the  insurance  medium.  If  he  so  narrows  the 
contract  as  to  restrict  and  tie  the  hands  of  the  people  who  wish  to  gamble,  if  you  please, 
or  to  speculate,  who  buy  contracts  from  timte  to  time  on  the  market,  will  they  not  be 
prevented  from  taking  the  risk  of  underwirting  the  insurance  or  guaranty  the  Senator 
finds  so  important  and  essential  to  his  business  prosperity? 

Mr.  Comer.  The  only  business  that  will  be  restricted  is  the  gambler  who  insists  on 
a  market  allowing  marked  cards,  loaded  dice,  with  which  the  game  is  to  be  played. 
That  is  the  man  we  are  trying  to  get  rid  of,  but  it  will  certainly  help  legitimate  trading. 
In  other  words,  it  will  multiply  the  business  men  who  will  want  to  insure  their 
business  by  legitimate  hedging. 

Mr.  Ransdell.  I  should  like  to  assure  the  Senator  that  if  he  can  convince  me  that 
the  cards  are  marked  or  the  dice  loaded,  I  shall  be  delighted  to  assist  him  in  enacting 
any  law  that  will  prevent  such  dealings,  for  I  certainly  have  no  more  in  common  with 
transactions  of  that  sort  than  he  has.  However,  I  believe  the  Senate  ought  to 
be  assured  that  in  attempting  to  eradicate  this  alleged  unconscionable  system  of 
trading  that  it  does  not  deliver  the  death  blow  to  legitimate  and  necessary  business 
on  the  exchanges,  which,  according  to  the  committee  report  on  the  cotton  futures 
act,  stand  as  "the  only  buffer  between  the  helpless  producer  and  the  powerful  buyer 
of  his  product" — the  spinner. 
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Mr.  Comer.  Convince  you?  Here  you  are,  sir.  We  sold,  if  you  remember,  200 
bales  in  New  York.  This  was  delivered  through  Carpenter  &  Co. ;  nice  people.  They 
did  not  buy  the  cotton.  They  were  simply  our  brokers,  our  commission  house.  They 
took  up  for  us  100  bales  of  cotton  in  New  York,  and  here  is  what  they  took:  Six  bales 
of  strict  low  middling,  11  bales  of  low  middling,  22  bales  of  strict  good  ordinary,  3 
bales  of  good  ordinary,  4  bales  of  strict  middling,  tinge  yellow,  14  bales  middling  tinge, 
31  bales  of  strict  low  middling  tinge,  14  bales  low  middling  tinge,  1  bale  of  middling 
stains  yellow,  1  bale  of  strict  middling  stains  blue,  and  2  bales  of  middling  stains 
blue.     That  makes  109  bales.     What  do  you  think  of  that  kind  of  delivery? 

I  will  show  you  the  sequence  of  that  transaction.  We  both  wrote  and  wired  them 
to  sell  that  cotton,  that  we  could  not  use  it,  but  they  could  neither  sell  nor  exchange  it. 

WTe  telegraphed  them: 

"Please  see  if  you  can  get  offer  to  exchange  the  109  bales  spots  for  all  white  cotton, 
say,  average  middling;  nothing  below  strict  low  middling." 

They  wired  back: 

"Premium  on  white  cotton  probably  5  to  6  cents  over  July.  Trying  to  get  offer  of 
some  kind  on  your  contract." 

We  wired  them: 

"Want  to  know  if  you  can  exchange  the  106  bales  spots  for  all  white  cotton;  nothing 
below  strict  low  middling,  and  at  what  difference." 

They  replied : 

"Impossible  to  exchange  your  contract  for  white  cotton." 

Then  we  wired  them: 

"Is  there  no  spot  dealer  willing  to  make  the  exchange  at  a  price?  Would  appre- 
ciate effort  to  get  offer." 

Here  is  what  they  answered: 

"No  one  willing  to  make  such  an  exchange.  Best  thing  to  do  deliver  hundred 
six  bales  on  contract  and  buy  hundred  bales  of  spots  in  open  market." 

"The  best  thing  you  can  do  is  to  sell  contract  and  redeliver  106  bales  of  spot  cotton." 
That  is  what  Carpenter  &  Co.  advised,  and  that  is  what  we  did.  The  above  game  was 
played  with  loaded  dice. 

Mr.  Ransdell.  Mr.  President,  my  only  observation  on  that  is  that  I  know  nothing 
whatever  about  the  transaction  to  which  the  Senator  alludes,  but  there  is  a  possibility 
of  unfairness  and  injustice  being  practiced  under  the  terms  of  virtually  every  law. 
No  matter  how  legislation  may  attempt  to  prohibit  these  practices  in  the  business 
transactions  of  the  world,  some  men  will  conduct  them  in  a  way  not  equitable  to  all 
parties  concerned. 

As  the  Senator  read  that  list,  some  of  those  bales  of  cotton  were  not  deliverable 
under  the  contract.  Some  of  them  were  below  low  middling.  Thev  actually  tried 
to  deliver  some  cotton  which  could  not  be  delivered,  which  was  not  tenderable. 

Mr.  Comer.  That  was  before  the  last  Smith-Lever  Act  amendment. 

Mr.  Ransdell.  Perhaps  so.     Then  good  ordinary  was  deliverable  at  that  time. 

Mr.  Comer.  I  have  given  this  to  you  straight  from  the  bat,  and  it  is  not  business 
and  should  be  unlawful.  Even  under  the  amended  law  the  Bureau  of  Markets  makes 
the  exchange  prices  by  compositing  prices  as  described  from  10  spot  markets.  Think 
of  getting  reliable  daily  prices  from  10  spot  markets  on  10  different  types  of  cotton. 
It  is  absolute  nonsense.  It  is  like  the  new  way  they  measure  the  distance  to  the 
fixed  stars,  as  I  said  the'other  day.  They  guess  one-fourth  of  the  distance  and  multi- 
ply it  by  4.  When  the  Bureau  of  Markets  attempts  to  make  a  basis  price,  or  composite 
price,  from  10  spot  markets  on  10  different  grades  it  is  nonsense. 

Mr.  Ransdell.  How  ought  they  to  do  it? 

Mr.  Comer.  I  am  going  to  ask  the  secretary  of  the  Bureau  of  Markets  to  limit  to 
five.  It  ought  not  to  be  over  four.  The  fact  of  the  business  is  it  ought  to  be  delivered 
on  the  commercial  price,  spot  price;  if  we  are  tendering  on  a  basis  price,  basis  price 
should  be  middling  of  the  market  and  not  a  factitious  middling.  It  is  too  contemp- 
tible to  think  of. 

Then  you  talk  about  exchange  deliveries.  There  is  a  great  deal  said  about  getting 
cotton  from  the  exchanges.  I  have  spoken  here  as  earnestly  as  I  know  how  and  made 
it  as  clearas  I  possibly  could  that  cotton  does  not  come  from  the  exchanges.  The 
exchange  is  simply  an  index  of  the  price,  yet  we  have  men  of  tine  sense 'who  will 
gravely  argue  with  you  that  if  you  put  this' amendment  in  it  will  be  impossible  tor 
them  to  deliver  the  cotton.  The  exchange  propaganda  gravely  asserts  this,  and  they 
know  it  is  moonshine  of  the  flimsiest  character. 

I  will  tell  you  how  much  cotton  New  York  has  had  certificated  this  year — it  sold 
millions  of  bales  of  contracts.  It  certificated  7,676  bales,  and  yet  they  will  gravely 
assert  that  cotton  is  delivered  through  the  exchanges.  There  is"  not  one  of  them  that 
does  not  know  it  is  not  true. 
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Spot  cotton  is  not  bought  through  the  exchange.  A  future  contract  i3  a  hedge 
against  the  market,  and  you  go  where  the  cotton  is  to  buy  it.  and  you  buy  the  spot 
cotton  at  the  market  price.  The  exchange  does  not  make  the  price.  It  can  not  make 
the  price,  and  it  has  no  right  to  try  to  make  value.  The  exchanges  are  going  out  and 
saying  abroad  in  the  land,  "Pass  this  law  and  you  outlaw  a  whole  lot  of  low-grade 
cotton  and  cause  thousands  of  people  to  suffer."  That  is  the  sheerest  nonsense,  and 
they  know  it.  It  does  not  inlaw  nor  outlaw  any  cotton.  When  a  man  gets  up  and 
gravely  asserts  that  it  is  the  spinners'  contract,  and  against  low-grade  cotton,  that  man 
ought  to  have  his  head  examined;  that  is,  if  he  is  a  business  man.  It  is  not  true,  and 
it  can  not  be  true. 

You  heard  the  Senator  from  South  Carolina  (Mr.  Smith)  say  a  while  ago  that  cotton 
was  bought  and  sold  on  the  basis  of  supply  and  demand.  That  is  true.  That  is  the 
only  market  for  cotton,  and  it  is  the  only  market  for  anything. 

Mr.  Raxsdell.  Will  the  Senator  yield  for  a  further  question? 

Mr.  Comer.  Certainly. 

Mr.  Raxsdell.  The  Senator,  as  I  understand,  says  that  when  anyone  asserts  that  it 
is  a  spinners'  contract  he  ought  to  have  his  head  examined. 

Mr.  Comer.  Surely. 

Mr.  Raxsdell.  I  have  not  made  that  assertion,  and  so,  of  course,  I  know  the  Senator 
has  not  applied  the  remark  to  me. 

Mr.  Comer.  I  am  not  applying  anything  to  the  Senator. 

Mr.  Raxsdell.  But  the  assertion  was  made  in  a  number  of  the  letters  and  tele- 
grams which  I  read  several  days  ago.  Xow.  I  want  to  call  the  Senator's  attention 
merely  to  the  headlines  of  the  Montgomery  Journal  of  Saturday.  April  10: 

"Senator  Comer's  speech  before  the  Senate  April  3.  1920.'  amending  the  cotton- 
futures  act.  stabilizing  futures  values  and  making  them  approximate  commercial 
value,  discouraging  violent  speculations  and  erratic  differences  between  contract 
market  and  spot  cotton. 

"Senator  Gronna.  who  is  chairman  of  the  conference  committee,  in  questioning 
Senator  Comer,  declared  that  the  decision  in  conference  will  depend  entirely  upon 
the  representatives  from  the  cotton  States. 

"The  question  is,  Will  they  favor  the  farmer  or  listen  to  the  exchange  gamblers' 
propaganda? 

"Farmers  and  others  interested. should  take  immediate  action." 

The  article  seems  to  occupy  five  and  a  little  over  one-half  columns — practically  a 
whole  page — of  the  Montgomery  Journal  of  April  10,  and  at  the  bottom  I  see  the  word 
1 '  Advertisement. ' ' 

I  should  like  to  ask  the  Senator  from  Alabama,  without  intending  to  be  personal  in 
the  least,  if  that  speech  of  his  was  paid  for  by  the  producers,  by  the  cotton  exchanges, 
or  by  the  spinners,  and  in  whose  interest  that  advertisement  was  inserted  in  the  Mont- 
gomery Journal? 

Mr.  Comer  rose. 

Mr.  Raxsdell.  If  the  Senator  wishes.  I  will  make  one  question  of  the  whole,  as  I 
have  two  or  three  other  similar  articles  here. 

I  will  now  read  from  the  Montgomery  Advertiser  of  Friday,  April  16.  The  head- 
line is : 

"Paper  by  B.  B.  Comer  read  before  the  convention  of  the  American  Cotton  Asso- 
ciation." 

It  occupies  nearly  three  and  a  quarter  columns.  At  the  bottom  it  is  marked  "Ad- 
vertisement." and  purports  to  be  an  address  by  the  Senator  from  Alabama,  which  was 
read  before  the  convention  of  the  American  Cotton  Association  in  Montgomery,  Ala. 

I  read  next  from  the  State,  of  Columbia,  S.  C,  of  Thursdav  morning,  April  29, 
1920,  as  follows: 

"SENATOR  COMER'S   SPEECH  BEFORE   THE    SENATE,  APRIL   17,  1920. 

"Senator  Comer's  speech  before  the  Senate,  April  17,  going  very  thoroughly  into 
every  objection  to  his  proposed  amendment  to  the  cotton-futures  act — trying  to  stabil- 
ize contract  cotton  with  spot  cotton,  making  the  contracts  more  truly  represent  spot 
values — he  shows  that  the  cotton  exchanges  are  trying  to  reach  and  prejudice  Members 
of  Congress  by  propaganda  telegrams  from  various  interests  incited  by  them  endeavor- 
ing by  every  possible  means  to  maintain  their  speculative  advantages  by  which  they 
have  gerrymandered  the  price  of  cotton  for  years,  gathering  unwarranted  gains.  The 
exchange  propaganda  makes  all  kinds  of  absurd  statements,  dogmatic  and  impossible 
of  proof;  using  every  effort  to  create  prejudice  between  producer,  dealer,  and  spinner; 
holding  themselves  up  as  the  guardian  of  the  farmer  and  trying  to  make  the  laws 
governing  their  relation  to  the  handling  of  this  greatest  of  world  products.     Farmers, 
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legitimate  dealers,  take  notice.  The  issue  is  the  gamblers'  interest  against  yours. 
The  exchanges  are  using  every  method  to  control  your  representatives.  Will  you  be 
idle?" 

Those  are  the  headlines  in  large  letters,  at  the  head  of  this  article,  which  occupies 
all  of  one  page  of  the  State,  Columbia,  S.  C,  of  the  29th  of  April,  except  a  fraction 
over  one-half  column.    At  the  end  of  it  is  printed  the  word  ' '  Advertisement. ' ' 

Now,  I  again  ask  the  Senator  whether  these  three  advertisements — and  I  presume 
others,  for  I  have  understood  that  similar  advertisements  were  published  in  the  papers 
of  other  States  as  well  as  those  of  Alabama  and  South  Carolina — were  paid  for  by  the 
spinners  or  by  the  cotton  producers  or  by  the  cotton  exchanges,  and  if  so,  what  was  the 
purpose?     Whom  have  the  producers  got  to  meet  in  this  propaganda? 

Mr.  Comer.  Mr.  President,  I  am  glad  the  Senator  from  Louisiana  has  called  atten- 
tion to  this  matter.  The  Senator  has  not  all  of  the  papers  in  which  this  publication 
was  made? 

Mr.  Ransdell.  No;  there  are  several  others,  I  think,  but  I  have  not  the  papers  here. 

Mr.  Comer.  We  are  trying  to  have  similar  articles  published  in  Dallas;  in  Okla- 
homa; in  Little  Rock;  Memphis;  Atlanta;  Macon;  Raleigh;  Greensboro,  N.  C.;  Green- 
ville,^. C;  and  Columbia,  S.  C. 

I  will  state  further  that  last  year  we  ourselves  made  the  propaganda,  and  we  published 
articles  in  the  papers  of  Georgia,  Alabama,  South  Carolina,  and  North  Carolina.  That 
is  one  reason  why  those  States  to-day  know  what  they  are  doing;  that  is  why  they  realize 
the  situation.  We  did  not  publish  articles  in  Louisiana,  Arkansas,  Mississippi,  and 
Texas  and  other  States,  and  that  is  one  reason  that  the  people  in  those  States  are  not 
acquainted  with  the  issue.  If  we  had  gone  to  those  States  last  year  and  showed  the 
conditions  as  they  were,  then  we  would  not  now  have  so  much  trouble. 

Mr.  Ransdell  rose. 

Mr.  Comer.  The  Senator  will  wait  a  moment  if  he  please- — 

Mr.  Ransdell.  Certainly. 

Mr.  Comer.  That  was  last  year.     This  year  we  paid  for  the  publication  of  the  matter. 

Mr.  Sheppard.  To  whom  does  the  Senator  refer  when  he  says  "we"? 

Mr.  Comer.  The  Avondale  mills. 

Mr.  Ransdell.  The  Senator  means  his  own  mills? 

Mr.  Comer.  I  mean  our  own  mills.     Not  one  dollar  was  collected  anywhere  else. 

Mr.  Sheppard.  The  Senator  means  there  were  no  other  contributors? 

Mr.  Comer.  I  will  say  to  the  Senator  that  I  mean  we  conducted  the  whole  thing. 
If  we  get  a  stabilized  contract  it  will  be  worth  a  very  great  deal  not  only  to  our  mills 
but  to  everybody  with  whom  we  have  business.  As  regards  my  own  feeling  about 
such  matters  it  is  different  from  that  entertained  by  some  others. 

I  made  a  fight  in  Alabama  for  a  better  freight  rate,  for  better  conditions  for  the  people 
who  live  and  labor  in  the  State,  to  change  it  from  a  reactionary  State  and  make  it  a 
progressive  State.  I  have  spent  10  years  of  my  own  time  and  $50,000  of  my  own 
money  to  do  that.  I  thought  it  was  a  service  well  rendered,  and  I  shall  never  regret 
a  day  of  the  time  or  a  dollar  of  the  money  expended  nor  shall  I  regret  the  effort  I  have 
made  if  this  amendment  shall  be  carried  through,  taking  care  as  it  does  of  every  man 
who  raises  cotton,  of  every  man  who  deals  in  cotton,  or  who  manufactures  cotton. 
That  is  the  ultimate  object  of  the  amendment,  and  I  do  not  care  who  he  is  who  asserts 
to  the  contrary,  he  does  not  know  what  he  is  talking  about. 

Of  course,  that  is  the  object  of  the  amendment.  From  whom  does  the  cotton  mill 
buy  the  cotton?  From  the  dealer.  From  whom  does  the  dealer  buy  it?  From  the 
producer.  When  the  cotton  exchanges  send  out  their  propaganda  to  arouse  prejudice 
against  those  peoole,  why  are  they  doing  it,  and  what  for?  Is  it  to  help  the  farmer,  to 
help  the  dealer?    They  never  work  for  those  causes. 

Mr.  Ransdell.  May  I  interrupt  the  Senator? 

The  Presiding  Officer  Does  the  Senator  from  Alabama  yield  to  the  Senator  from 
Louisiana? 

Mr.  Comer.  Certainly. 

Mr.  Ransdell.  The  Senator  just  stated  that  he  carried  on  this  propaganda  last  year 
and  this  year  in  North  Carolina  and  South  Carolina  and  hence  the  people  of  those 
States  were  educated. 

Mr.  Comer.  I  forgot  to  say  that  we  did  not  get  into  North  Carolina  very  much,  but 
we  got  in  there  to  some  extent. 

Mr.  Ransdell.  You  got  into  South  Carolina? 

Mr.  Comer.  Yes,  sir. 

Mr.  Ransdell.  The  Senator  certainly  had  the  advertisement  in  a  Little  Rook 
paper,  in  North  Carolina  papers,  and  in  South  Carolina  papers:  and  yet  the  Suites 
that  voted  against  his  amendment  at  the  great  cotton  convention  in  Montgomery, 
Ala.,  a  short  time  ago  were  Arkansas,  Louisiana,  North  Carolina,  Mississippi,  and 
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South  Carolina.     So  certainly  those  States  which  were  educated  by  the  Senator's 
articles  did  not  go  with  him  on  that  vote. 

Mr.  Comer.  The  president  of  that  convention  was  Mr.  Wannamaker.  The  first 
telegram  I  published  in  the  Record  in  regard  to  this  matter  was  from  Mr.  Wanna- 
maker at  the  very  beginning  of  this  controversy,  strongly  favoring  the  amendment, 
standing  for  it,  and  wishing  it  success.  That  telegram  is  published  in  the  Record 
and  Senators  can  read  it  for  themselves. 

Mr.  Wannamaker  voted  against  the  amendment  at  the  Montgomery  convention. 
Why  did  he  vote  against  it?  Because  he  said  he  did  not  want  politics  brought  into  a 
cotton  convention;  that  is  why.  The  day  I  received  the  telegram  that  the  cotton 
convention  had  voted  15  to  16,  I  read  the  names  of  the  States  voting,  and  I  asked 
the  Senator  from  South  Carolina  [Mr.  Dial],  '  'Is  not  South  Carolina  for  the  amend- 
ment?" He  said,  "It  certainly  is";  and  to-day  I  understand  that  every  Repre- 
sentative from  South  Carolina  stands  for  it.  By  the  way,  I  promised  to  read  a  letter 
concerning  that  convention. 

Mr.  Ransdell.  I  will  be  very  glad  to  hear  it. 

Mr.  Comer.  It  is  from  ex-Senator  White.     The  Senator,  I  think,  knows  who  he  is. 

Mr.  Ransdell.  I  know  him  very  well. 

Mr.  Comer.  He  is  one  of  the  nicest  men  I  ever  saw. 

Mr.  Ransdell.  He  is  a  fine  man. 

Mr.  Comer.  And  one  of  the  fairest  men  I  ever  knew.  He  was  a  representative  at 
that  convention;  By  the  way,  he  is  a  candidate  to  succeed  the  late  Senator  Bankhead, 
and  a  better  man  could  not  be  elected. 

Reading  Senator  White  s  letter: 
'  'We  had  a  very  stubborn,  and,  I  am  inclined  to  think,  unscrupulous  opposition ' '— - 

Does  the  Senator  from  Louisiana  hear  that? 

Mr.  Ransdell.  Yes. 

Mr.  Comer.  I  repeat: 

'  'We  had  a  very  stubborn,  and,  I  am  inclined  to  think,  unscrupulous  opposition. 
The  resolution  indorsing  the  amendment  was  referred  to  the  committee  on  resolutions, 
which  was  stopped  against  us.     The  committee  lost  the  resolution." 

He  means  they  lost  the  paper— 
'  :When  we  learned  this  we  got  the  legislative  enactment  committee  to  originate  an 
indorsement  of  the  amendment.     Had  a  favorable  report  to  the  board  of  directors, 
then  had  the  board  of  directors  indorse  it,  which  was  accomplished  with  difficulty. 
We  finally  had  a  test  vote,  then  on  a  recount  we  got  one  majority  " — 

On  a  recount,  on  the  test  vote,  there  was  one  vote  counted  against  it  that  did  not 
belong  there,  and  on  the  matter  being  called  to  the  attention  of  the  Chair  the  question 
was  brought  back  and  carried  in  favor  of  the  resolution— 

'  'After  this  action  was  obtained  the  resolution  committee  found  the  resolution  and 
put  in  a  report  referring  it  to  a  committee  to  investigate  and  report  at  the  next  session 
of  the  association;  this  meant  to  chloroform  it.  When  the  committee  reported  I 
mo  ed  to  amend  it  on  the  floor  of  the  convention  by  inserting  an  indorsement  of  your 
resolution,  the  chairman  saying  that  the  matter  would  be  acted  on  in  a  few  minutes 
by  the  board  of  directors,  and  that  then  it  would  come  up  in  the  convention.  When 
the  board  of  directors  reported  they  chloroformed  it  by  referring  it  to  the  committee 
for  investigation." 

Did  the  Senator  from  Louisiana  ever  hear  of  that  kind  of  procedure? 

Mr.  Ransdell.  I  have  heard  of  such  things  happening. 

Mr.  Comer.  It  does  not  sound  like  the  report  the  Senator  read  the  other  day,  does  it? 

"I  moved  to  amend  the  report  by  indorsing  the  amendment,  after  two  or  three 
hours'  fight  on  the  floor,  in  which  Col.  Thompson,  ex-president  of  the  New  Orleans 
Exchange,  urged  that  the  matter  be  postponed,  saying  it  would  injure  the  association." 

Mr.  Ransdell.  May  I  ask  the  Senator  if  he  wishes  to  pursue  that  line  further, 
or  shall  I  ask  him  a  further  question  now  in  regard  to  these  articles? 

Mr.  Comer.  I  want  to  explain  them  further. 

Mr.  Ransdell.  All  right;  I  will  not  bother  the  Senator. 

Mr.  Comer.  I  did  not  answer  you  enough  on  that. 

Mr.  Ransdell.  I  shall  ask  my  question  later,  then. 

Mr.  Comer.  Senator,  I  differ,  I  belieVe,  with  some  folks  on  those  things.  When- 
ever I  was  trying  to  Serve  the  public,  it  was  not  a  question  of  expense.  It  was  a  ques- 
tion of  whether  or  not  service  could  be  rendered;  and  if  it  took  ten  times  what  it  cost 
to  make  this  fight  before  the  people,  if  they  would  understand,  we  would  think  it 
money  well  spent.  I  am  one  of  those  who  do  not  believe  that  everybody  has  to  be 
selfish  all  the  time,  and  in  reciting  these  facts  to  you,  they  are  not  dogmatic.  There 
is  no  dogmatic  assertion.  Everything,  every  single,  solitary  thing,  that  I  assert 
I  can  prove.     What  I  am  stating  here  is  the  result  of  actual  experience  in  the  proposi- 
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tion.  I  am  giving  you  experience.  I  am  not  giving  you  dogmatic  assertions,  or 
propaganda,  or  anything  of  that  kind. 

Mr.  Ransdell.  Mr.  President,  would  the  Senator  mind  saying  how  much  he  has 
expended  on  this  propaganda?     It  must  have  cost  a  great  deal. 

Mr.  Comer.  How  much  would  you  think,  Senator? 

Mr.  Ransdell.  I  should  think  a  good  many  thousands  of  dollars.  If  I  should  insert 
an  advertisement  taking  up  a  whole  page  of  a  big  daily  paper,  I  would  expect  to  pay 
a  large  sum  of  money  for  it.  I  imagine  you  must  have  spent  a  good  many  thousands 
of  dollars. 

Mr.  Comer.  Senator,  there  is  this  difference:  When  you  insert  anything,  that  is  a 
political  advertisement.  This  is  a  commercial  advertisement,  you  understand. 
They  are  two  different  propositions. 

Mr.  Ransdell.  Perhaps  so. 

Mr.  Comer.  Anybody  can  see  that  it  is  a  commercial  advertisement.  Anybody 
can  see  that  this  does  not  redound  to  my  benefit,  you  understand.  It  is  to  work  out 
a  principle,  for  the  protection  of  what?  That  thing  that  we  ought  to  have  had  years 
ago — the  protection  of  the  cotton  of  the  South,  the  cotton  business  of  the  world. 

Mr.  Ransdell.  Mr.  President,  will  the  Senator  permit  another  question  at  this  time? 
I  believe  the  Senator  agrees  with  me  that  the  Baltimore  Manufacturers'  Record  is  a 
fair  index  of  conditions  in  the  South,  and  usually  is  an  impartial  paper,  is  it  not? 

Mr.  Comer.  I  should  think  so. 

Mr.  Ransdell.  Has  it  not  been  a  great  champion  of  the  South,  especially  the  cotton 
industry  of  the  South,  for  many  years? 

Mr.  Comer.  I  think  so. 

Mr.  Ransdell.  I  find  on  page  79  of  the  Baltimore  Manufacturers'  Record  for  the 
29th  of  April  this  statement: 

"  enormous  profits  op  southern  cotton  mills. 

"The  Tucapau  Mills,  of  Spartanburg,  S.  C,  one  of  the  big  cotton  manufacturer 
of  the  South,  has  just  declared  a  stock  dividend  of  303  per  cent,  and  the  Spartanburg 
Herald  reports  that  $850  a  share  was  bid  for  the  stock  of  this  company.  The  Easley 
Mills,  of  Easley,  S.  C,  has  also  declared  a  stock  dividend  of  300  per  cent,  payable  in 
preferred  stock,  yielding  7  per  cent  a  year.  The  Saxon  Mills  has  declared  a  stock 
dividend  of  100  per  cent,  and  other  mills  are  reported  as  likely  to  declare  large  stock 
dividends. 

"While  the  amazing  prosperity  of  the  cotton-mill  industry  is  adding  enormously 
to  the  wealth  of  the  South,  these  great  dividends  show  that  the  cotton  mills  could 
have  paid  a  much  higher  price  for  cotton  and  still  have  earned  enormous  profits. 
Unquestionably,  the  cotton  producers  have  not  had  a  fair  division  of  this  prosperity. " 

Now,  I  want  to  ask  the  Senator — and  if  it  is  not  a  fair  question  I  will  withdraw  it— 
if  the  Alabama  mills  have  made  profits  in  the  same  proportion  as  the  South  Carolina 
mills,  and  if  the  cotton  producers  of  Alabama  have  reaped  anything  like  the  same  pro- 
portion of  profits  that  the  cotton  mills  of  Alabama  have  realized? 

Mr.  Comer.  In  answer  to  your  question,  Senator,  I  think  the  cotton  mills  every- 
where have  been  prosperous.  Referring  to  one  of  the  great  items  that  you  mention 
there,  however — the  dividends  declared — I  wish  to  say  that  if  you  take  a  mill  of  100,000 
spindles  erected  three  years  ago  the  increase  in  the  cost  of  that  mill  to-day  is  300  per 
cent. 

It  costs  four  times  as  much  to  build  a  mill  now  as  it  used  to.  For  the  last  mill  we 
put  up  we  paid  $1.58  a  spindle;  to-day  the  price  is  $6.50  a  spindle.  The  last  cards 
we  put  up  was  $400  a  card,  and  to-day  the  price  is  $1,400  a  card;  and  if  you  happen 
to  have  any  of  that  property  the  increment  of  increased  value  puts  the  per  cent  up; 
of  course  it  does.  Then,  besides  that,  you  take  construction:  The  first  mill  we  built 
cost  $4.50  per  thousand  for  brick;  to-day  the  price  of  brick  is  $20  per  thousand.  The 
price  of  lumber  was  $9  a  thousand;  the  price  now  is  around  $80  a  thousand.  Those 
things  are  going  along.  But,  Senator,  I  am  not  talking  about  the  prosperity  of  the 
exchanges.  We  want  the  exchanges  to  be  prosperous  and  we  want  the  cotton  mills 
to  be  prosperous.  We  want  the  exchanges  to  stabilize;  to  let  the  law  of  supply  and 
demand  indicate  value — the  value  of  commerce — and  not  a  factitious  and  fictitious 
value.  That  is  what  we  want.  We  do  not  begrudge  them  any  earnings  whatever. 
We  do  not  care  what  they  earn;  we  want  to  see  the  whole  country  prosperous — not 
one  section,  but  every  section. 

Mr.  Ransdell.  Mr.  President,  wall  the  Senator  yield  for  a  question? 

Mr.  Comer.  Certainly. 
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Mr.  Ransdell.  I  want  to  say  to  the  Senator  that  I  am  delighted  that  these  mills 
have  made  a  bie  profit.  I  hope  his  mills  made  as  big  a  profit  in  proportion  as  these 
South  Carolina  mills.  My  only  regret  is  that  the  cotton  growers  did  not  make  much 
profit.  I  know  I  did  not.  I  certainly  did  not  pay  any  income  tax  on  my  cotton  crop 
last  year. 

The  cotton  convention  which  we  have  talked  about  so  much  passed  a  resolution 
saying — and  that  was  unanimous,  Senator;  I  do  not  think  there  was  any  dissent  on 
that — that,  while  they  would  not  attempt  to  specify  any  price  for  cotton,  the  cotton 
mills  could  well  afford  to  pay  60  cents  a  pound  for  it  instead  of  present  prices,  con- 
sidering the  enormous  profits  they  have  made.  Now,  it  seems  to  me  in  all  of  this 
discussion  that  we  ought  to  look  a  little  after  the  producing  end  of  this  proposition  as 
well  as  the  spinning  end. 

I  am  standing  here  in  my  humble  way  not  only  to  defend  the  Cotton  Exchange  of 
New  Orleans,  but  particularly  that  great  industry  in  which  I  myself  am  engaged,  the 
production  of  cotton.  It  is  my  only  business.  As  I  said  several  days  ago  in  speaking 
here,  I  am  not  connected  with  the  exchange.  I  live  more  than  300  miles  from  New 
Orleans,  and  rarely  get  there.  I  have  not  been  on  the  floor  of  the  exclnnge  in  years, 
but  I  am  tremendously  interested  in  the  production  end  of  the  cott  n  industry;  and 
when  I  see  the  statement  made  by  representative  conventions  that  the  cotton  mills 
could  afford  to  pay  60  cents  a  pound,  and  when  I  read  to  the  Senator  a  statement 
published  in  this  great  journal  that  three  mills  of  South  Carolina  declared  stock 
dividends  of  over  300  per  cent  last  year,  and  then  the  Senator  goes  on  and  talks  to 
me  about  the  evils  of  the  exchange,  I  can  not  help  thinking  that  the  Senator  ought  to 
explain  somewhat  why  those  mills  were  making  that  enormous  per  cent  in  this  day 
of  the  high  cost  of  living,  at  this  time  when  there  is  so  much  talk  about  profiteering, 
when  somebody  has  recently  inaugurated  a  scheme  to  add  further  profits  to  the  cotton 
mills  by  persuading  everybody  to  use  overalls,  when  everyone  knows  overalls  are 
made  of  cotton.  Of  course,  I  know  the  Senator  did  not  do  anything  of  that  kind,  and 
I  do  not  charge  that  it  was  done  in  the  interest  of  the  cotton  mills,  but  it  certainly  is 
one  of  the  direct  results  of  that  program.  If  everybody  wears  overalls,  there  will  be 
more  demand  for  cotton  products. 

Mr.  Comer.  All  goods  that  are  sold,  Senator,  even  cotton  goods,  even  overalls,  are 
sold  in  the  world's  market  on  the  basis  of  supply  and  demand,  and  the  cotton  mills 
have  been  doing  the  same  thing.  That  is  exactly  what  they  want  the  exchanges  to  do. 
We  want  them  on  the  supply  and  demand  market,  the  world  market.  That  is  what  we 
want.    There  is  nothing  else  to  it  than  that. 

Now,  to  prove  to  the  satisfaction  of  everybody  that  the  exchanges  do  not  deliver 
cotton,  that  they  were  never  intended  to  deliver  cotton,  and  the  falsity  of  all  this 
stuff  to  the  effect  that  if  you  pass  this  amendment  then  the  exchanges  will  be  knocked 
sky-high,  because  they  can  not  get  the  cotton  to  deliver — that  is  what  they  say — I  am 
going  to  read  you,  Senator,  the  amount  of  cotton  certificated  in  New  York  this  year  on 
the  New  York  Cotton  Exchange. 

Mr.  Shepfard.  Mr.  President,  may  I  ask  the  Senator  a  question  there? 

Mr.  Comer.  Certainly. 

Mr.  Sheppard.  Do  you  mean  by  ''certified"  sold  through  the  exchange? 

Mr.  Comer.  No;  that  was  turned  in  for  sale. 

Mr.  Sheppard.  Was  it  sold? 

Mr.  Comer.  Some  of  it  was.  Some  of  it  was  delivered.  You  know  they  had  a 
squeeze  in  March,  Senator.    They  were  selling  cotton  the  last  of  February  at  36.52. 

Mr.  Sheppard.  Who  turned  that  in,  and  how  did  they  get  it? 

Mr.  Comer.  Oh,  they  bought  it  on  the  markets  of  the  world.  You  buy  it  anywhere. 
That  is  where  you  get  cotton,  on  the  markets. 

Mr.  Sheppard.  Do  you  mean  that  the  members  of  the  exchange  bought  it? 

Mr.  Comer.  I  do  not  mean  the  members  of  the  exchange.  Anybody  can  sell 
cotton  on  the  exchange,  but  you  have  got  to  have  it  there  to  deliver,  provided  you 
want  it  delivered.    Most  of  them  do  not  calculate  on  delivery. 

Mr.  Sheppard.  Does  some  committee  on  the  exchange  do  the  certificating? 

Mr.  Comer.  Oh,  no;  the  Government  does.  It  has  to  be  seven-eighths  of  an  inch 
staple,  a  certain  color,  etc.  The  Government  does  that.  We  bought  cotton  some  years 
ago,  2,000  bales;  we  paid  for  the  tender  in  the  spring,  and  it  was  delivered  to  us  in 
August.  That  was  the  time  when  they  found  this  indictment  against  Patton,  Haynes, 
Brown,  and  others.  The  total  cotton  certificated  in  New  York  in  January  was  2,336 
bales;  in  February  it  was  666  bales;  in  March,  3,090  bales;  in  April,  1,584  bales.  A 
total  of  7,676  bales  certificated  for  delivery.    That  was  in  New  York. 

I  believe  you  read  the  other  day,  Senator,  that  New  Orleans  had  20,744  bales. 

Mr.  Ransdell.  I  think  you  are  correct,  20,744  bales. 

Mr.  Comer.  Of  which  15,920  are  higher  grade  cotton. 
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Mr.  Ransdell.  That  is  correct. 

Mr.  Comer.  I  want  you  to  keep  that  right  square  in  your  mind. 

Mr.  Ransdell.  Very  well. 

Mr.  Comer.  Senator,  last  week  we  had  200  bales  delivered  to  us  through  the  New 
Orleans  Exchange.  We  were  carrying  quite  a  bit  of  cotton.  We  did  not  believe 
they  would  tender,  but  they  did  tender  200  bales,  and  here  is  what  they  delivered. 
You  recollect  saving  that  two-thirds  of  the  cotton  down  there  was  high  grade.  They 
delivered  to  us  of  the  200  bales — there  were  210  bales,  because  of  the  light  weight- 
strict  good  middling,  1  bale;  good  middling,  5  bales;  strict  middling,  1  bale;  middling, 
1  bale.  That  was  the  high-grade  cotton  out  of  that  15,000  bales  thev  delivered.  Then 
strict  middling  tinges,  3  bales;  low  middling,  199  bales.  That  made  210  bales.  They 
gave  us  8  bales  of  high  grade,  3  bales  of. tinges,  and  199  bales  of  the  lowest  grades. 
They  did  not  disturb  their  higher  grade  cotton. 

Mr.  Ransdell.  Will  the  Senator  yield? 

Mr.  Comer.  Certainly. 

Mr.  Ransdell.  Will  the  Senator  please  tell  us  how  much  difference  they  allowed 
him  between  the  values  of  those  low  grades  they  tendered  and  middling  cotton  on 
those  dates? 

Mr.  Comer.  Yes,  sir;  and  there  is  where  the  trouble  comes  in,  too.  I  am  glad  you 
asked  the  question.  I  have  the  comparative  differences — New  Orleans  and  New  York. 
I  am  loaded  for  bear  to-day. 

This  is  from  the  Bureau  of  Markets.  The  exchange  difference  in  New  Orleans  is 
now  9  cents  between  low  middling  and  middling.  The  difference  between  mid- 
dling and  low  middling  in  New  York  is  7.20.  There  is  a  difference  of  If  cents  between 
low  middling  in  New  York  and  low  middling  in  New  Orleans.  Who  ever  heard  of  a 
condition  like  that  being  fair?  One  and  three-quarters  cents  between  the  prices, 
according  to  this,  of  New  York  and  New  Orleans  on  low  middling.  Not  only  that 
but  worse  than  that,  because  New  York  Exchange  middling  is  a  cent  higher  than  New 
Orleans,  which  makes  2f  cents  difference;  and,  Senator,  you  agree  to  this  amendment 
and  that  thing  will  be  impossible,  and  it  ought  to  be  impossible. 

Mr.  Ransdell.  Mr.  President,  will  the  Senator  answer  my  question? 

Mr.  Comer.  Anvthing. 

Mr.  Ransdell.  The  Senator  has  not  answered  my  question  yet. 

Mr.  Comer.  What  is  it? 

Mr.  Ransdell.  I  have  asked  the  Senator  what  difference  was  allowed  him  bv  the 
company  which  tendered  him  these  low  grades  of  cotton  of  which  he  complains. 
What  was  paid  him  in  the  wav  of  a  difference  between  middling,  the  basis  of  the  con- 
tract, and  the  cotton  which  they  actually  tendered  to  him? 

Mr.  Comer.  Senator,  I  have  just  told  you.     I  told  you  9  cents  in  New  Orleans. 

Mr.  Ransdell.  The  Senator  spoke  of  just  one  grade  there.  He  said  those  were 
the  differences  between  New  Orleans  and  New  York.  But  he  has  never  yet  said 
whether  it  was  a  New  York  contract  or  a  New  Orleans  contract,  and  I  can  not  tell  from 
his  statement  what  they  did  actually  pav  him,  and  whether  the  difference  was  a  fair 
one  or  not.  If  the  Senator  received  the  full  amount  of  money  due  him,  I  take  it  he 
certainly  has  no  complaint  to  make.  Was  the  Senator  swindled  in  the  transaction? 
Was  the  matter  negotiated  so  that  the  Senator  actually  lost  money  on  his  contract? 

Mr.  Comer.  When  39.80  was  the  price  in  New  Orleans,  and  we  got  the  low  middling 
at  9  cents  off,  that  would  make  it  30.80  in  the  New  Orleans  exchange  market  for  the 
low  middling.  That  low-middling  cotton  was  worth  that  price  anywhere.  The 
man  who  put  that  cotton  through  the  exchange  lost  money.  But  that  is  not  the 
question.  It  was  the  basis,  which  was  39.80,  as  against  a  spot  price  2  cents  higher. 
If  the  exchanges  had  been  functioning  and  the  differentials  between  low  middling 
and  middling  had  been  the  same,  9  ecnts,  then  the  seller  of  the  cotton  would  have 
gotten  2  cents  a  pound  more  and  that  is  wherein  the  exchange  basis  price  middling 
operates  against  the  holders  of  off-grade  cotton  as  compared  with  a  stabilized  price 
middling. 

Mr.  Ransdell.  I  am  trying  to  find  out  what  Senator  Comer  and  his  mills  lost  on 
the  transaction. 

Mr.  Comer.  I  have  just  read  that  we  took  199  bales  of  low-middling  cotton.  That 
was  the  lowest  grade  they  have.  If  we  were  getting  it  for  higher  grade  mills,  we  would 
have  had  to  resell  it,  because  we  could  not  use  it.  If  we  were  taking  it  for  our  low- 
grade  mills,  it  was  cheaper  than  we  could  have  bought  it,  as  low-middling  was  worth 
that  price  or  more  anywhere.  I  mean  that  it  had  no  added  value  by  having  come 
to  us  through  an  exchange  and  had  lost  money  because  of  the  expense  of  delivery. 

Mr.  Ransdell.  But  how  much  money  did  the  Senator  lose? 

Mr.  Comer.  I  do  not  know.  We  had  bought  this  contract  months  before  at  a  price 
of  about  33£  cents.     The  cotton  was  closed  out  at  39.67;  we  made  6  cents  per  pound 
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on  the  hedge  sale  and  got  the  cotton  cheaper  than  we  could  have  bought  it  on  the 
market. 

Mr.  Ransdell.  If  the  Senator  does  not  know,  Mr.  President.  I  am  sure  I  do  not. 

Mr.  Comer.  On  April  19  strict  good  middling  was  quoted  275  points  on  middling 
in  Memphis,  400  on  at  New  Orleans,  288  on  at  New  York;  good  middling  was  200 
points  on  in  Memphis,  350  on  in  New  Orleans,  and  223  on  in  New  York;  strict  middling 
yellow  tinge  was  quoted  450  off  in  Memphis,  150  off  in  New  Orleans,  315  off  in  New 
York;  good  middling  yellow  tinge  was  quoted  300  off  in  Memphis,  75  on  in  New 
Orleans,  and  133  off  in  New  York;  and  good  middling  yellow  stains  was  600  off  in 
Memphis,  300  off  in  New  Orleans,  and  450  off  in  New  York.  I  give  these  differences 
to  show  you  that  these  can  not  be  true  quotations;  they  are  fictitious,  and  yet  out  of 
them  is  composited  the  basis  middling. 

Mr.  Ransdell.  Mr.  President,  may  I  ask  the  Senator  if  Memphis  is  an  exchange 
market? 

Mr.  Comer.  Sure. 

Mr.  Ransdell.  They  have  not  a  cotton  exchange  there,  have  they? 

Mr.  Comer.  It  is  one  of  the  markets  from  which  we  get  prices.  I  think  they  have 
a  cotton  exchange  there;  I  am  sure  of  it. 

Mr.  Ransdell.  I  was  not  aware  of  it.  I  thought  there  was  only  one  big  cotton 
exchange  in  the  South,  at  New  Orleans,  and  one  at  New  York — two  in  the  United 
States.     That  is  my  understanding. 

Mr.  Comer.  You  are  wrong,  because  we  have  a  letter  from  the  Dallas  exchange. 
Nearly  all  the  big  cotton  markets  have  exchanges.  But  I  am  quoting  you  from  the 
spot  market,  from  which  New  York  and  New  Orleans  get  their  relations. 

Mr.  Ransdell.  I  do  not  want  to  be  misunderstood.  I  know  they  have  a  spot 
market  in  Memphis  and  these  other  big  cities;  but  what  I  meant  was  that  there  is 
no  future-contract  market  exchange  in  Memphis. 

Mr.  Comer.  I  think  they  have. 

Mr.  Ransdell.  Perhaps  so.     I  understood  the  contrary. 

Mr.  Comer.  They  have  what  they  call  bucket  shops. 

I  have  here  a  telegram  from  New  Orleans  sent  a  few  days  ago  to  one  of  their  corre- 
spondents in  Alabama.     It  reads: 

"New  Orleans. 

"Professional  effort  being  made  to  depress  the  market,  but  offerings  absorbed  in 
good  fashion.  Likely  require  constant  selling  to  force  market  down  to  any  consider- 
able amount. " 

Here  is  another  telegram : 

"New  Orleans. 

"Rumored  there  will  be  about  10,000  bales  of  low-grade  cotton  delivered  on  May 
contracts  here  to-day. 

' ;  Spots  New  Orleans  reported  quiet,  if  any  change  likely  lower.  Not  much  business 
so  far.  Reported  movement  in  New  York  to  close  the  New  York  Cotton  Exchange 
on  Saturday  in  the  future.  " 

That  was  dated  last  week. 

You  yourself  said  that  they  only  had  5,000  bales  of  low-grade  cotton  there,  and 
yet  here  is  a  telegram  from  New  Orleans  that  they  are  going  to  tender  10,000  bales. 

Mr.  Ransdell.  Mr.  President,  the  Senator  does  not  mean  to  misquote  me,  I  am 
sure.  He  says  I  myself  said  they  only  had  5,000  bales.  What  I  said  is  found  on  page 
6345  of  the  Congressional  Record  of  the  30th  of  April,  and  it  speaks  for  itself.  I  said 
that  the  United  States  Bureau  of  Markets  showed  that  cotton  classified  and  certified 
from  March,  1919,  to  December  1,  1919,  in  the  New  Orleans  Exchange  market  was 
20,744  bales,  of  which  4,824  were  low  grade.  I  did  not  say  they  did  not  have  a  great 
deal  more  cotton  there.  I  assume  that  in  that  enormous  cotton  market,  which 
handles  hundreds  of  thousands  of  bales  of  spots — and  I  could  not  pretend  to  say  how 
many  bales  of  futures — there  are  bound  to  be  a  good  many  more  than  5.000  bales  of 
low-grade  cotton. 

Mr.  Comer.  The  way  those  things  are  managed  largely  is  to  keep  them  in  near-by 
warehouses,  ready  to  be  certificated.  Where  New  York  has  less  than  3,000  bales,  I 
understand  that  Norfolk  has  70,000  bales.  Suppose  Norfolk  was  carrying  this  kind 
of  cotton.  That  is  the  way  those  things  are  run.  In  your  speech  on  page  6344  of  the 
Record  you  practically  make  the  spot  market  run  with  futures  market,  both  running 
very  nearly  the  same  thing. 

And,  Senator,  that  is  just  exactly  what  we  are  after.  I  want  the  two  to  run  together. 
They  should  run  together,  and  when  they  do  not  run  together  they  are  not  functioning. 
That  is  what  is  the  trouble.  The  New  "York  Exchauge  market  and  the  spot  market 
in  the  South  have  been  for  the  last  60days  very  nearly  together,  the  thing  we  are 
after;  the  New  York  market  is  functioning  properly. 
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Mr.  Ransdell.  I  should  like  to  ask  the  Senator  what  is  going  to  happen  to  the 
low-grade  cotton  of  the  South — and  he  admits  there  is  a  great  amount  of  it  in  the  South 
now— if  his  amendment  is  adopted?  What  is  going  to  happen  to  all  these  low  grades, 
and  will  they  not  lose  their  availability  as  an  insurance  for  the  seller  and  their  poten- 
tiality for  hedging  purposes?  I  would  like  to  have  the  Senator  from  Alabama  explain 
exactly  the  effect  of  his  amendment  on  the  producer's  low-grade  cotton,  which  makes 
up  such  a  large  portion  of  his  crop. 

Mr.  Comer.  The  stabilizing  of  the  contract  price  making  it  approximate  the  spot 
price  will  unquestionably  advance  the  contract  price,  and  if  the  same  parity  between 
the  lower  grades  will  continue,  then  the  lower  grades  to  that  extent  will  be  benefited 
and  they  will  also  be  benefited  to  the  extent  that  the  market  reflects  solvent,  trust- 
worthy business  conditions. 

Mr.  Ransdell.  May  I  ask  the  Senator  whether  he  thinks  that  we  ought  to  repeal 
the  cotton-futures  law  entirely? 

Mr.  Comer.  No. 

Mr.  Ransdell.  Does  the  Senator  believe  the  exchanges,  properly  handled,  exercise 
a  good  function  and  one  valuable  to  commence  and  business  generally? 

Mr.  Comer.  Not  only  that,  but  I  believe  they  will  be  a  benefit  when  you  make  them 
straight  and  honest,  when  you  get  a  business  that  is  straight,  that  dealers  will  go  there 
and  do  business  more  so  than  they  will  do  to-day.     I  believe  it  will  increase  business. 

Mr.  Ransdell.  But  the  Senator  thinks  that  men  like  our  friend  ex-Senator  Percy, 
Mr.  A.  B.  Learned,  W.  B.  Thompson,  and  others,  whom  I  quoted  extensively,  are 
mistaken  when  they  say  the  law  is  functioning  very  well?  Does  the  Senator  think 
it  will  be  very  much  of  a  benefit  to  the  entire  cotton  trade  if  the  amendment  which 
he  has  proposed  is  adopted? 

Mr.  Comer.  When  you  get  back  to  Senator  Percy,  I  want  to  explain  what  I  said 
about  gambling  a  while  ago.  Senator  Percy  is  one  of  the  nicest  men  I  ever  saw  and 
I  am  very  fond  of  him.  He  is  not  a  gambler,  you  understand,  not  by  any  manner  of 
means. 

Mr  Ransdell.  I  am  very  glad  to  have  the  Senator  withdraw  that  statement.  I 
knew  that  Le  Roy  Percy  was  no  gambler. 

Mr.  Comer.  Oh.  no;  he  is  no  gambler;  and  no  doubt  Mr.  Thompson  is  a  nice  man, 

Mr.  Ransdell.  He  certainly  is. 

Mr.  Comer.  But  when  Mr.  Thompson  says  that  the  present  law  is  good,  I  have  just 
shown  you  where  it  is  not  good. 

Mr.  Ransdell    That  is  a  difference  of  opinion. 

Mr.  Comer.  There  is  no  difference  of  opinion  about  it.  I  have  shown  you  the 
statistics  about  it;  I  have  shown  you  quotations  themselves,  and  any  business  which 
makes  that  record.  I  do  not  care  where  it  is.  is  wrong.  You  can  not  make  that  kind  of 
a  record  and  do  a  straight  business  I  read  it  to  you  a  while  ago.  Mark  you,  Senator 
Percy  was  held  up  to  the  Senate  as  being  a  very  smart  man,  and  he  is;  but  Senator 
Percy  himself  says  that  if  this  amendment  goes  into  effect  it  will  not  have  that  delete- 
rious and  far-reaching  effect  in  the  exchanges  that  you  say  it  will,  and  he  is  telling  the 
truth. 

Mr.  Ransdell.  I  believe  the  Senator  admits  that  practically  one-half  of  all  the 
cotton  is  low  grade,  does  he  not? 

Mr.  Comer  The  New  York  Wall  Street  Journal  said  47  per  cent  was  low  grade 
last  yeir.  I  say  that  the  usual  year  more  than  two-thirds  of  the  cotton  is  middling 
and  above      Last  year  the  New  York  Journal  said  47  per  cent  was  low  grade 

Mr.  Ransdell.  I  hive  always  understood  middling  was,  as  its  nime  indicates,  the 
basis  of  the  grades;  that  is,  one  half  is  round  numbers  were  above  and  one  half  in  round 
numbers  below.  However  that  may  be,  47  per  cent  of  the  present  crop,  according 
to  those  figures  of  the  New  York  Journal  of  Commerce,  is  low  grade  The  Senator 
will  admit  that  is  a  very  large  percentage  of  the  crop,  and  under  his  amendment,  as  1 
take  it,  all  of  that  is  abandoned — that  is,  left  out  and  is  not  considered  at  all.  There 
can  be  no  insurance  for  all  of  that  low  grade,  for  that  47  per  cent  of  a  crop  which  is 
worth  $2,000,000,000      What  has  the  Senator  to  say  to  that? 

Mr.  Comer.  There  is  not  any  insured  price  for  anything;  there  is  nothing  insured. 
The  supply  and  demand  market  controls  everything — low  grade  and  all— and  when 
you  say  the  exchange  insures  anything  it  is  not  an  accurate  statement. 

Mr.  Pvansdell.  Then,  may  I  ask  the  Senator  what,  is  the  function  of  the  exchange 
if  it  be  not  to  hedge  cotton  or  to  insure  the  cotton? 

Mr.  Comer.  The  function  of  the  exchange  is  to  make  a  true  index  of  the  value  of 
cotton;  that  is  what  it  is  for.  It  is  not  to  make  the  price;  it  is  not  to  increase  the 
price;  it  is  to  be  the  true  index  of  cotton;  that  is  what  it  is  for. 

Mr.  Ransdell.  Then,  the  Senator  differs  from  Mr.  Herbert  Knox  Smith.  That 
gentleman,  in  a  wonderfully  interesting,  elucidative,  and  exhaustive  report  made  in 
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1908  as  commissioner  of  corporations,  recommended  most  emphatically  that  the 
exchanges  were  necessary  because  of  their  insurance  guaranty,  and  the  congressional 
committee  which  studied  the  question  fundamentally  and  scientifically  concurred  in 
this  recommendation.  These  capable  and  disinterested  authorities  assert  they  are 
essential  to  the  trade. 

The  Senator  seems  to  disagree  with  them.  I  showed  here  several  days  ago  that  the 
House  Committee  on  .Agriculture,  in  an  able  report,  No.  765,  of  the  Sixty- third  Con- 
gress, spoke  very  highly  of  the  cotton  contract.  It  is  not  necessary  to  read  it  again, 
I  imagine,  and  I  merely  quote  from  the  report: 

"It  is  the  opinion  of  the  committee  that  the  abolition  of  the  cotton  exchanges  would 
result  inevitably  in  the  monopolizing  of  the  entire  cotton  crop  into  the  hands  of  a 
very  few  powerful  interests,  with  the  force  and  means  to  fix  the  price  at  which  the 
farmer  would  be  compelled  to  sell  his  cotton.  Fully  75  per  cent  of  A  merican-prcduced 
cotton  leaves  the  hands  of  the  producer  during  the  four  months  of  September,  October, 
November,  and  December.  It  takes  no  stretch  of  the  imagination  to  foresee  how 
utterly  helpless  the  farmer,  as  a  class,  would  be  in  his  present  disorganized  condition 
as  a  factor  in  fixing  the  price  of  his  own  products  as  against  the  organized  genius  and 
money  of  the  spinners  and  powerful  spot  cotton  dealers." 

As  against  the  men  who.  according  to  the  Baltimore  Manufacturers'  Eecord,  made 
in  the  State  of  South  Carolina  last  year  over  300  per  cent;  as  against  the  men  who,  in 
the  opinion  of  the  great  cotton  convention  of  the  American  Cotton  Association,  held 
in  the  city  of  Montgomery,  the  capital  city  of  the  Senator's  own  State,  three  weeks 
ago,  said  that  cotton  could  well  bring  60  cents  a  pound  at  the  present  time,  in  view  of 
the  profits  which  the  spinners  were  making. on  it. 

This  is  not  what  I  say;  this  is  not  what  an  exchange  in  New  York  or  an  exchange  in 
New  Orleans  says;  it  is  what  the  Agricultural  Committee  of  the  House  of  Representa- 
tives said  when  they  had  the  Smith-Lever  bill  before  them.  They  show,  in  substance, 
that  if  it  were  not  for  the  exchanges,  if  it  were  not  for  the  insuring  feature,  if  it  were 
not  for  the  hedging  which  comes  about  on  the  exchanges  in  the  great  markets,  if  it 
were  not,  if  you  please,  for  the  speculation  indulged  in  by  the  great  number  of  men 
in  this  country  who  like  to  speculate,  the  producers  would  be  at  the  mercy  of  the 
spinners  and  the  large  spot-cotton  dealers. 

There  is  a  big  difference  of  opinion,  I  say  to  the  Senator  from  Alabama  and  to  other 
Senators,  on  this  great  question,  and  I  should  like  to  have  the  Senator  from  Alabama 
explain,  when  he  says  that  these  things  are  all  wrong,  how  he  knows  that  the  members 
of  the  great  Agricultural  Committee  of  the  House  were  mistaken,  how  he  knows  that  Mr. 
Herbert  Knox  Smith  was  wrong — and  Mr.  Smith  is  not  a  cotton  man;  he  has  no  interest 
in  cotton — and  how  the  Senator  knows  that  men  like  Mr.  Percy  and  Mr.  Thompson 
and  all  the  others  are  wrong.  Mr.  President,  I  desire  to  quote  just  an  excerpt  from 
Mr.  Smith's  report — Chapter  I,  page  58 — to  wit: 

"It  should  be  emphasized  that  one  of  the  great  functions  of  a  cotton  exchange  is 
the  bringing  together  of  buyers  and  sellers  or  their  representatives.  An  exchange  is 
a  great  market  place.  Transactions  are,  of  course,  greatly  facilitated  by  the  mere 
congregation  of  buyers  and  sellers  and  their  representatives  on  the  floor  of  an  exchange. 
In  the  case  of  those  exchanges  on  which  a  future  business  is  conducted  it  should  be 
noted  that  there  are  really  two  markets,  one  for  future  contracts  and  the  other  for 
spot  cotton.  The  future  market  is  not  used  to  bring  the  producer  and  the  spinner 
directly  together,  but  is  rather  a  meeting  place  for  cotton  merchants  (or  their  repre- 
sentatives) and  brokers,  who  stand  between  the  producer  and  the  spinner.  Spinners, 
for  reasons  explained  in  detail  in  a  later  part,  do  not  ordinarily  receive  their  supplies 
of  cotton  directly  on  exchange  contracts,  but  enter  into  private  arrangements  with 
merchants  or  brokers  for  the  particular  kinds  of  cotton  which  they  require.  These 
merchants,  moreover,  ordinarily  do  not  obtain  the  cotton  which  they  need  by  re- 
ceiving it  on  exchange  contracts.  Such  merchants,  as  already  emphasized,  use  the 
future  market  mainlj-  for  hedging  purposes,  and  the  future  ring  to  this  extent  becomes, 
as  already  pointed  out,  a  great  clearing  house  for  hedging  transactions.  *  *  *  The 
enormous  advantage  of  such  hedging  transactions  to  the  spot  merchant,  however,  has 
been  fully  illustrated,  so  that  it  should  be  apparent  that  the  future  market,  while  not 
designed 'to  bring  the  final  consumer  into  direct  touch  with  the  producer  of  cotton, 
may  perform  quite  as  legitimate  a  function  as  if  it  accomplished  this  result  directly. 

"Of  course,  in  addition  to  hedging  transactions,  a  vast  volume  of  speculative 
business  is  conducted  in  contracts.  These,  however,  as  just  pointed  out,  are  closely 
intertwined  with  hedging  operations  and  may  greatly  facilitate  the  latter,  although 
at  times  they  undoubtedly  are  a  source  of  disturbance." 

Senators,  a  dogmatic  assertion  is  one  thing  but  proof  is  another. 

Mr.  Comer.  I  yield  the  floor. 


AMEND  SECTION  5  OF   COTTON  FUTURES  ACT.  103 

Mr.  Ransdell.  Mr.  President,  I  merely  wish  to  put  into  the  record  one  or  two 
telegrams.  I  read  first  a  very  brief  telegram  from  the  Hon.  I.  N.  McCollister,  presi- 
dent of  the  Louisiana  Farmers'  Union.  I  have  had  it  for  some  time;  it  is  dated  the 
28th  of  March  last,  and  addressed  to  me  at  Lake  Providence,  when  I  was  at  my  home 
there.    He  says: 

Many,  La.,  March  28,  1920. 
J.  E.  Ransdell, 

United  States  Senator,  Lake  Providence,  La.: 
Kill  the  Comer  rider  to  the  agricultural  appropriation  bill,  as  it  outlaws  the  majority 
of  the  cotton  raised  by  farmers  and  destroys  price  insurance  by  futures. 

I.  N.  McCollister. 
President  Louisiana  Farmers'  Union. 

Mr.  McCollister  lives  at  Many,  La. ;  he  is  a  farmer  and  lives  in  the  hill  section  of  north 
Louisiana,  where  he  raises  cotton. 

I  now  read  a  telegram  from  Mr.  H.  Arthur  Morgan,  secretary-treasurer  of  the  Associa- 
tion of  State  Farmers'  Union  Presidents.  He  is  a  farmer,  living  at  Gonzales,  La., 
and  raises  cotton  and  some  cattle.    His  telegram  is  dated  March  30,  and  he  says: 

Gonzales,  La.,  March  30,  1920. 
Senator  Joseph  E.  Ransdell. 

Washington,  D.  C: 
The  rider  to  the  agriculture  appropriation  bill  by  Comer  if  permitted  to  become 
law  would  so  restrict  the  contract  as  to  be  a  vital  blow  to  its  usefulness  to  the  producers, 
sellers,  and  buyers  of  American  cotton.  Briefly,  the  Comer  rider  is  in  the  interest  of 
the  cotton  spinner  and  opposed  to  the  cotton  producers,  and  if  incorporated  in  the  law 
would  mean  a  deathblow  to  the  cotton  producers.  I  hope  you  will  do  all  in  your 
power  to  eliminate  this  Comer  rider  entirely.  The  passage  of  the  Comer  rider  would 
place  the  American  farmer  at  the  mercy  of  the  American  spinners  and  foreign  manu- 
facturers, as  they  would  control  the  price  of  American  cotton. 

H.  Arhur  Morgan, 
Secretary- Treasurer  Association  State  Farmers'  Union  Presidents. 

Mr.  Morgan,  as  I  have  said,  is  a  cotton  grower  and  cattleman.  He  is  a  member  of 
the  Louisiana  Legislature  and  lives  not  far  from  the  city  of  Baton  Rouge,  the  capital 
of  the  State. 

I  now  wish  to  read  a  copy  of  a  letter  which  has  been  furnished  me  from  Mr.  J.  A. 
Whitehurst,  president  of  the  State  board  of  agriculture,  Oklahoma  City,  Okla.  The 
letter  is  dated  April  28,  is  addressed  to  Hon.  C.  S.  Barrett,  president  of  the  National 
Farmers'  Union,  Atlanta,  Ga.,  and  reads  as  follows: 

State  Board  of  Agriculture, 

Oklahoma  City,  April  27,  1920. 
Hon.  C.  S.  Barrett, 

President  National  Farmers'  Union,  Atlanta,  Ga. 

My  Dear  Sir:  I  see  that  Mr.  Comer  refers  to  you  in  his  rider  to  the  agricultural  bill 
on  cotton  grades  as  being  favorable  to  his  proposition. 

I  am  certainly  very  much  surprised  to  know  that  you  take  this  position,  in  which 
the  spinners  are  so  earnestly  interested.  I  am  sure  that  not  only  the  majority  but  all 
of  the  farmers  in  the  entire  Southwest,  where  they  are  not  influenced  more  or  less  by 
the  spinners  and  dependent  upon  export  markets  for  their  cotton,  are  opposed  to  the 
Comer  rider. 

I  am  surprised  at  this  time,  when  we  are  all  trying  to  get  together  through  the 
American  Cotton  Association  to  protect  the  interest  of  the  farmer,  to  find  such  a  di- 
vision of  opinion  existing  in  the  Atlantic  States  and  the  Southwest.  I  have  been 
more  surprised  at  the  stand  that  Mr.  Wannamakcr  has  taken,  professing  such  deep 
interest  in  behalf  of  the  cotton  farmer,  and  I  feel  that  this  move  will  have  much  to  do 
with  destroying  any  concrete  movement  on  the  part  of  the  Southern  States  getting 
together  in  the  American  Cotton  Association. 

We  are  to  have  a  State-wide  meeting  at  the  capitol  in  Oklahoma  City  May  10  and 
11,  at  which  time  we  will  make  up  our  minds  whether  we  will  go  ahead  in  the  cotton 
business  separate  and  independent  from  the  Southeast  States  or  not. 

Assuring  you  again  of  the  resentment  felt  by  the  cotton  farmers  of  Texas,  Oklahoma, 
Louisiana,  and  Arkansas,  I  am, 
Very  truly,  yours, 

J.  A.  Whitehurst,  President. 
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it  one  word  more.  Mr.  President .     I  wish  to  reiterate  what  I  said  several  days 

:ment  of  th  -  From  Alabama,  if  written  into  law.  will  change  a 

,  ~-_ ,| --_-_  —  M  ■  -.  Cogagreag  jn  y,-±    ~^r  -;  -  -...--  aamest   ":-::     " 

leration  ;   ' >ni  :  n 'mom  m,  for  that  meae 

Congress  f:r  aevera]  years.     It  is  known  as  the  Smitl  -  Act. 

Under  that  act  1  14  Che  exchangee  rfthie  ^onntryhavt  '  sen  'iminson 

bu=ir:  m.     It  was  amended  slightly 

1  ordinary  '*  and  —ere  taken  out  of  the 

contract  and  the  low  was  placed  at  '"low  middling." 

Mr.  C   hsr.  Mr.  President — ■ — 

i  President.  I  Senator  from  Louisiana  yield  be  the  Senator  from 

Alabai 

lr-   Ransdexx    Fust  a  moment    let  me  make  th  rand 

ling  tc  loistc  brii »  3  the  c  nnmil 

[*ive  the   cotton  producers  anc  3Ts  and  the     ""on  exeh: 

three  great  intere-rs  invob  a  to  be  he;  Hy  onlv  one 

of  — me  spinners,  most  abl  ented  bv  the  Senator 

from  Alabama  ildushe  e  to-<3  .-  companies  have  _ 

spindles,  eight  big  mills    in  the  ""ate  of  Alabama.     One  ; ide  ws 
Senators      Let    ::  ".::  measure  present  I   committee    il  y    I  will 

: ".     mimil  tee,  to  Congress 
the  first  time  on  the  floor  ::'  the  Senate   when  we  a   3  not  3xp  e  :::::•  it,  and  Ai 
the  entire  law  m  such  a  valuable  $   :  :::":  as  — m 

tpphr,  an  unduly  is     J 

re  of  labor  and  the  c 
weather  :r  bviousry,  'he  immediate  effect  ::  ill  be 

:  — i  which  re   aire  helrin^  because  a  man  will  hesitate  * 

lee  under  which  he  mav  be  required  tc  .  :le  of 

middling  than  he  may  possibly  be  mmand.  time  the  buvers 

- : —     still  -■     a  aold  will     e  ens 

>ttons  will  not  be  tenderable  on  cor: 
amendment 
would  agree  je  volume  of  white  middling  cc 

es    3]  ssent  quotations 

.      would  that  amendm-  ;e  for 

Se_  ._•.._  Tni^^iiQ^.  at  present  quota!  icfa    sotton 

shoo      be   le    ied  the       :   :  lege  ::  ten  ie7-  on  conr~: 
expected  from  the  Comer  amende:-   t  is  ai         ificial  enhs 
ling  and  s   corresponding   _:-:;-:         . 
mi     lling 
All  the  produce 

-  3ak  foi  ::  as  well— is  thi 
— -  !an  study  il  idied  the  jriginal  Smith-  died 

the  amendmer."  Fhe  proposed  amendment  ?oes  much 

further  and  mu  the  future  cor."  the  change 

made  in  1 

I  ::  nw  yield  to  the  ::  :m  Alabama. 
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"The  Qer:a:e  having  under  Hue  bill    H    B    ft 

and  'futures,5  imposi  '  "::.~:-;  :  a  lealers  therein    :  o  J  re 

;    r   .-      in  selling  certain  products  to  obtain  license,   and  for  other 

7  -  " 

nra    Mi    President,  the  votes  which  have  I  een  :ii:herto  had  in  the  Senate 

foment  '  -eern 

>n  the  floor  in  favor  of  the 
bill.     I  should  hesitate  very  mo  b  Ige  tc  make 

::utionality  of  the  bill,  or  as  to  the  wisdom  of  the  I 
which  it  proper:.  .;.  if  I  were  oot  profoundly  conscious  that,  in  my  judgment,  there 
r  the  Ame  :or  many  years  no  more  Lous,  no  more 

vicious,  no  more  flagrantly  unconstitutional  legislation,  no  legislation  more  tending 
to  undermine  and  destroy  the  very  foundations  of  our  Government,  and  none  more 
calculated  to  do  untold  and  untellable  harm  to  the  people  of  this  great  country.    The 
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interests  which  this  proposed  legislation  affects  are  enormous.  The  products  the 
price  or  sale  of  which  the  bill  attempts  to  regulate  run  up  into  vast  proportions.  I 
excerpt  a  statement  from  the  testimony  of  Mr.  Bacon,  the  president  of  the  Milwaukee 
Chamber  of  Commerce,  in  which  he  savs: 

"The  cotton  crop  of  the  country,  which  is  handled  in  a  similar  way,  is  estimated 
at  $303,000,000  for  the  current  vear.  For  last  year  it  was  estimated  at  $370,000,000, 
The  meat  product  of  the  country  is  estimated  at  from  $600,000,000  to  $750,000,000 
annually.  These,  added  to  the  cereal  products,  make  an  aggregate  of  $2,600,000,000 
in  value,  a  large  proportion  of  which  is  disposed  of  during  a  small  portion  of  the  year, 
which  is  required  for  consumption  during  the  whole  year. 

"These  figures,  of  course,  convey  but  little  idea  to  the  mind  without  comparison. 
When  we  consider  that  the  silver  product  of  the  country,  which  has  been  the  subject 
of  such  extensive  legislation  for  the  past  15  years,  is  only  about  $50,000,000  in  value, 
we  will  see  that  the  amount  is  relatively  more  than  50  times  as  much. 

"The  value  of  the  annual  agricultural  productions  of  the  country  is  nearly  equal 
to  the  aggregate  of  the  national  debt  at  the  close  of  the  war,  the  amount  of  which  we 
have  only  reduced  about  one-half.  It  is  only  by  comparison  of  these  figures  that 
one  can  reach  an  approximate  idea  of  the  magnitude  of  the  interests  involved  in 
this  question." 

The  theory  of  the  Senator  who  presents  the  bill  and  who  urges  it  with  so  much 
zeal  on  this  floor  is  that,  if  the  bill  passes,  to  all  the  great  body  of  the  consumers  of 
this  country,  representing  78  per  cent  of  the  population,  there  is  to  be  an  enhance- 
ment in  the  cost  of  these  vast  products.  If,  then,  the  arguments  of  the  proponents 
of  the  bill  be  true,  upon  nearly  $3,000,000,000  of  products  the  effect  of  this  legisla- 
tion will  be  to  increase  the  price  to  all  the  consumers  of  the  country. 

My  judgment  is,  on  the  other  hand,  that  if  the  bill  passes  the  necessary  effect  will 
be  to  reduce  the  price  obtained  by  the  producers  of  the  country  in  a  considerable 
degree  upon  this  great  sum. 

With  these  great  issues  involved  in  this  bill,  issues  which  go  home  to  every  hearth- 
stone in  this  land,  issues  which  reach  out  their  fingers  into  the  pockets  of  every  man, 
be  he  rich  or  poor,  I  think  I  shall  be  justified  in  an  attempt  to  discuss  its  provisions 
deliberately,  in  order  to  point  out  what  I  conceive  to  be  the  flagrant  constitutional 
defects  which  are  involved  in  it  and  the  gross  financial  and  business  heresies  which 
it  contains. 

Mr.  President,  let  me  analyze  the  bill.  What  does  the  first  section  provide?  It 
has  been  gone  over  very  frequently,  but  I  shall  go  over  it  again  in  order  to  make 
clear  what  I  shall  endeavor  to  say. 

The  first  section  forbids  options,  which  in  the  argot  of  the  commercial  gamblers  are 
known  as  '_  puts"  and  "calls."  Now,  what  is  a  "put"  and  "call,"  or  an  option,  asde- 
fined  in  this  bill?  It  is  a  contract  by  which  a  man  gives  to  another  a  sum  of  money  for 
the  privilege  of  calling  upon  that  man  to  deliver  property,  or  for  the  privilege  of  deliver- 
ing to  him.  It  is  a  purely  unilateral  contract,  by  which  a  man  gives  a  sum  of  money 
for  the  privilege  of  delivering  or  receiving  property. 

So  far  as  this  contract  is  concerned,  or  this  so-called  contract,  I  have  no  word  of 
defense  to  raise,  because  it  is  a  contract  which  engenders  no  obligation  per  se.  The 
courts  of  this  land,  at  least  the  courts  in  my  State,  have  declared  that  it  is  a  contract 
without  consideration,  which  can  not  be  enforced;  that  it  involves  within  its  bosom 
an  element  of  chance  which  makes  it  purely  aleatory,  and  therefore  takes  it  out  of 
the  domain  of  all  those  great  contracts  around  which  the  law  throws  the  shelter  of  its 
protection  and  the  instrumentalities  for  its  enforcement. 

The  first  section  reads  as  follows: 

"That  for  the  purposes  of  this  act  the  word'options'  shall  be  understood  to  mean 
any  contract  or  agreement  whereby  a  party  thereto,  or  any  party  for  whom  or  in  whose 
behalf  such  contract  or  agreement  is  made,  acquires  the  right  or  privilege,  but  is  not 
thereby  obligated,  to  deliver  to  another  or  others,  at  a  future  time  or  within  a  desig- 
nated period,  any  of  the  articles  mentioned  in  section  3  of  this  act." 

What  does  the  second  section  provide?  The  second  section  defines  futures.  What 
does  it  define  futures  to  be?  It  defines  any  contract  to  be  a  future  where  the  one 
selling  at  the  time  of  sale  is  not  the  actual  owner  of  the  property,  however  real  may 
be  his  intention  to  deliver  at  the  time  stipulated,  and  however  great  may  be  his  means 
of  fulfillment.  What  else  does  it  provide?  After  defining  this  contract  it  then  goes 
on  to  say  that  neither  the  Government  of  the  United  States,  nor  any  municipality, 
nor  any  State,  nor  any  farmer,  in  so  far  as  he  may  have  made  a  crop  of  have  a  crop  in 
process  of  being  made,  shall  be  brought  within  the  grasp  of  the  provision.  The  amend- 
ment which  has  been  adopted  on  the  motion  of  the  Senator  from  Minnesota  also  takes 
all  retail  dealers  out  of  the  reach  of  the  second  section. 
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Section  2  provides: 

"Sec.  2.  That  for  the  purposes  of  this  act  the  word  'futures'  shall  be  understood  to 
mean  any  contract  or  agreement  whereby  a  party  contracts  or  agrees  to  sell  and  deliver 
to  another  or  others  at  a  future  time,  or  within  a  designated  period,  any  of  the  articles 
mentioned  in  section  3  of  this  act,  when  at  the  time  of  making  such  contract  or  agree- 
ment the  party  so  contracting  or  agreeing  to  sell  and  make  such  delivery,  or  the  party 
for  whom  he  acts  as  agent,  broker,  or  employee  in  making  such  contract  or  agreement, 
is  not  the  owner  of  the  article  or  articles  so  contracted  or  agreed  to  be  sold  and  de- 
livered, or  has  not  theretofore  acquired  by  purchase,  and  is  not  then  entitled  to  the 
right  to  the  future  possession  of  such  article  or  articles  under  and  by  virtue  of  a  con- 
tract or  agreement  for  the  sale  and  future  delivery  thereof  previously  made  by  the 
owner  thereof:  Provided,  however,  That  no  provision  or  requirement  of  this  act  shall 
apply  to  any  contract  or  agreement  for  the  future  delivery  of  any  of  said  articles  made 
for  and  in  behalf  of  the  United  States,  or  of  any  State.  Territory,  county,  or  munici- 
pality, with  the  duly  authorized  officers  or  agents  thereof,  nor  to  any  contract  or  agree 
ment  made  by  any  farmer  or  planter  for  the  sale  and  delivery  at  a  future  time,  or 
within  a  designated  period,  of  any  of  said  articles  belonging  to  said  farmer  or  planter 
at  the  time  of  making  such  contract  or  agreement,  and  which  have  been  grown  or 
produced,  or  at  said  time  are  in  actual  course  of  growth  or  production,  on  land  owned 
or  occupied  by  such  farmer  or  planter:  nor  to  any  contract  or  agreement  made  with 
any  farmer  or  planter  to  furnish  and  deliver  to  such  farmer  or  planter  at  a  future  time, 
or  within  a  designated  period,  any  of  said  articles  which  are  required  as  food,  forage, 
or  seed  by  such  farmer  or  planter,  his  tenants,  or  employees." 

The  third  section  enumerates  the  articles  which  come  under  this  provision.  This 
section,  when  I  come  to  comment  upon  it  hereafter,  I  shall  show,  in  my  judgment, 
represents  the  greitest  enormity  in  the  bill. 

"Sec  3.  That  the  articles  toVhich  the  foregoing  sections  relate  are  raw  or  unmanu- 
factured cotton,  hops,  wheat,  corn,  oats,  rye,  barley,  pork,  lard,  and  bacon." 

That  is  the  enumeration.  The  fourth  section  imposes  taxes  and  licenses.  It 
imposes  a  license  of  §1,000  and  a  tax  of  5  cents  on  every  pound  of  raw  or  unmanufac- 
tured cotton,  hops,  pork,  lard,  or  bacon,  and  20  cents  per  bushel  upon  every  bushel 
of  wheit,  and  so  forth.     Section  4  is  as  follows: 

"Sec  4.  That  special  taxes  are  imposed  as  follows:  Every  dealer  in  'options'  or 
'futures'  as  hereinbefore  denned  in  this  act,  shall  pay  annually  the  sum  of  $1,000  as 
a  license  fee  for  conducting  such  business,  and  shall  also  pay  the  further  sum  of  5 
cents  per  pound  for  each  and  every  pound  of  raw  or  unmanufactured  cotton,  hops, 
pork,  lard,  bacon,  or  other  edible  product  of  swine,  and  the  sum  of  20  cents  per  bushel 
for  each  and  every  bushel  of  any  of  the  other  articles  mentioned  in  section  3  of  this 
act,  the  right  or  privilege  of  delivering  which  to  another  or  others  at  a  future  time,  or 
within  a  designated  period,  may  be  acquired  by  such  dealer  in  his  own  behalf  or  in 
behalf  of  another  or  others  under  any  'options'  contract  or  agreement  as  denned  by 
section  1  of  this  act,  or  under  any  'futures'  contract  or  agreement  as  denned  in  section 
1  of  this  act,  or  under  any  transfer  or  assignment  of  any  such  'options'  or  'futures' 
contract  or  agreement;  which  said  amount  or  amounts  shall  be  paid  to  the  collector  of 
internal  revenue  as  hereinbefore  prowled,  and  by  him  accounted  for  as  required 
in  respect  to  other  special  taxes  collected  by  him.  Every  person,  association,  copart- 
nership, or  corporation  who  shall  in  their  own  behalf,  or  as  agent,  broker,  or  employee 
of  another  or  others,  deal  in  'options'  or  make  any  'options'  contract  or  agreement 
as  hereinbefore  denned,  or  make  any  transfer  or  assignment  of  any  such  'futures' 
contract  or  agreement,  shall  be  deemed  a  dealer  in  'options';  and  every  person,  asso- 
ciation, copartnership,  or  corporation  who  shall  in  their  own  behalf,  or  as  atrent, 
broker,  or  employee  of  another  or  others,  deal  in  'futures'  or  make  any  'futures' 
contract  or  agreement  as  hereinbefore  defined,  or  make  any  transfer  or  assignment  of 
any  such  'futures'  contract  or  agreement,  shall  be  deemed  a  dealer  in  'futures.'" 

The  fifth,  sixth,  seventh,  eighth,  ninth,  and  tenth  sections  provide  for  the  enforce- 
ment of  these  provisions.  I  shall  not  stop  to  read  them,  but  I  will  incorporate  them 
in  mv  remarks.  You  can  find  nowhere  in  any  revenue  legislation  provisions  more 
inquisitorial,  more  far-reaching,  and  more  destructive  of  the  liberty  of  the  individual 
citizen. 

The  sections  are  as  follows: 

"Sec  5.  That  every  person,  association,  copartnership,  or  corporation  engaged  in, 
or  proposing  to  engage  in,  the  business  of  dealer  in  'options'  or  of  dealer  in  'futures' 
as  hereinbefore  denned  shall,  before  commencing  such  business  or  making  any  such 
'options'  or  'futures'  contract  or  agreement,  or  any  transfer  or  assignment  of  any 
such  contract  or  agreement,  make  application  in  writing  to  the  collector  of  internal 
revenue  for  the  district  in  which  he  or  any  of  them  proposes  to  engage  in  such  business 
or  make  such  contract  or  agreement,  or  make  a  transfer  or  an  assignment  of  any  such 
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contract  or  agreement,  setting  forth  the  name  of  such  person,  association,  copartner- 
ship, or  corporation,  place  of  residence  of  the  applicant,  the  business  to  he  engaged 
in,  where  such  business  is  to  be  carried  on,  and,  in  case  of  an  association,  copartner- 
ship, or  corporation,  the  names  and  places  of  residence  of  the  several  persons  con- 
stituting such  association,  copartnership,  or  corporation,  and  shall  thereupon  pay  to 
such  collector  as  a  license  fee  for  conducting  such  business,  the  sum,  aforesaid,  of 
$1,000,  and  shall  also  execute  and  deliver  to  such  collector  a  bond  in  the  penal  sum 
of  $40,000,  with  two  or  more  sureties  satisfactory  to  said  collector,  conditioned  that 
the  obligor  therein  shall  pay,  or  cause  to  be  paid,  the  tax  or  taxes  as  herein  provided, 
and  for  the  full  and  faithful  compliance,  by  such  obligor,  with  all  the  requirements 
of  this  act;  and  thereupon  the  collector  shall  issue  to  such  applicant  a  certificate,  in 
such  form  as  the  Commissioner  of  Internal  Revenue  shall  prescribe,  that  such  applicant 
is  authorized,  for  the  period  of  one  year  from  the  date  of  such  certificate  and  within 
such  district,  to  be  dealer  in  'options'  arid  'futures'  and  to  make,  within  such  district, 
'options'  and  'futures'  contracts  or  agreements,  as  hereinbefore  defined,  and  transfers 
and  assignments  of  such  contracts  and  agreements,  and  for  the  period  specified  in 
such  certificate  the  party  to  whom  it  is  issued  may  conduct  and  transact  the  business 
of  dealer  as  aforesaid.  Such  certificate  may  be  renewed  annually  upon  compliance 
with  the  provisions  of  this  act:  Provided,  however.  That  so  long  as  any  tax  provided  in 
this  act  shall  remain  due  and  unpaid,  the  person,  association,  copartnership,  or  cor- 
poration from  which  such  tax  shall  be  due  shall  not,  during  the  time  such  tax  remains 
due  and  unpaid,  conduct  or  transact  the  business  of  a  dealer  in  'options, '  or  conduct 
or  transact  the  business  of  a  dealer  in  'futures, '  and  every  person,  association,  copart- 
nership, or  corporation  making,  transferring,  or  assigning  any  such  'options'  or 
'futures'  contract  or  agreement  while  any  tax  herein  provided  shall  remain  due  from 
such  party  shall  be  subject  to  the  fines  and  penalties  hereinafter  provided. 

"Sec.  6.  That  it  shall  be  the  duty  of  the  collector  of  internal  revenue  to  keep  in 
his  office  a  book  in  which  shall  be  registered  a  copy  of  each  and  every  application 
made  to  him  under  the  foregoing  sections,  and  a  statement,  in  connection  therewith 
as  to  whether  a  certificate  has  been  issued  thereon,  and  for  what  period,  which  book 
or  register  shall  be  a  public  record  and  be  subject  to  the  inspection  of  any  and  all 
persons. 

"Sec.  7.  That  every  'options'  or  'futures'  contract  or  agreement,  as  hereinbefore 
defined,  and  all  transfers  or  assignments  thereof,  shall  be  in  writing  and  signed  in 
duplicate  by  the  parties  thereto,  and  every  such  'options'  contract  shall  state  in 
explicit  terms  the  time  when  the  right  or  privilege  of  delivering  the  article  or  articles 
therein  named  shall  expire;  and  every  such  'futures'  contract  shall  state  in  explicit 
terms  the  day  upon  which  or  the  last  day  of  the  period  within  which  the  article  or 
articles  therein  contracted  or  agreed  to  be  sold  shall  be  delivered;  and  any  such  con- 
tract or  agreement  not  including  such  statement,  and  not  so  made  and  signed,  shall, 
as  between  the  parties  thereto  and  their  respective  assigns,  be  absolutely  void. 

"Sec  S.  That  it  shall  be  the  duty  of  every  person,  association,  copartnership,  or 
corporation  conducting  or  transacting  the  business  of  a  dealer  in  'options'  or  'futures,' 
as  defined  by  this  act,  and  they  are  hereby  required  to  keep  a  book  in  which  shall 
be  recorded,  on  the  day  of  its  execution,  the  date  of  each  and  every  'options'  or 
'futures'  contract  or  agreement  made  or  entered  into,  or  which  may  be  transferred 
or  assigned,  by  such  person,  association,  copartnership,  or  corporation  in  their  own 
behalf,  or  in  behalf  of  another  or  others,  and  setting  forth  the  name  and  place  of  business 
of  the  person,  association,  copartnership,  or  corporation  in  whose  behalf,  as  vendor, 
such  contract  or  agreement  shall  have  been  made,  the  name  and  place  of  business  of 
the  party  or  parties,  as  vendee,  with  whom  such  contract  or  agreement  shall  have 
been  made,  the  kind  and  amount  of  the  article  or  articles  which  are  the  subject  of. 
embraced  in,  or  covered  by  each  such  contract  or  agreement,  the  tin  e  when  tl  e  right 
or  privilege  of  delivering  such  article  or  articles  as  are  the  subject  of,  eml  raced  in, 
or  covered  by  any  'options'  contract  or  agreement  shall  expire,  and  the  time  when 
or  the  designated  period  within  which  delivery  shall  be  made  of  the  article  or  articles 
which  are  the  subject  of,  embraced  in,  or  covered  !  y  any  'futures'  contract  or  agree- 
ment; and  on  making  a  transfer  or  assignment  of  any  'options  or  'futures5  contrac  i  oi 
agreement,  shall,  in  addition  to  tl  e  facts  or  items  al  ove  mentioi  ed,  also  record  in 
such  book  the  names  and  places  of  residence  or  1  usiness  ci  the  assignor  and  assignee 
and  the  date  of  such  trai  sfer  or  aesigi  merit;  aid  such  look  shall  at  all  times  be 
subject  to  inspection  by  the  collector,  deputy  collector,  and  inspector  of  internal 
revenue,  or  any  duly  authorized  ager  t  of  the  lnteri  al  B  evenue  I  epartn  out .  vi  ho  may 
make  memoranda  or  trai  scripts  therefrom. 

"Sec.  9.  That  it  shall  be  the  duty  of  every  person,  association,  copartnership,  or 
corporation,  and  they  are  hereby  required,  on  the  Tuesday  of  the  week  next  succeed- 
ing the  date  of  the  certificate  issued  to  them,  as  hereinbefore  provided,  and  on  the 
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Tuesday  of  each  and  every  week  thereafter,  to  make  to  the  collector  of  internal  revenue 
for  the  district  in  which  any  'options'  or  'futures'  contract  or  agreement  shall  have 
been  made,  transferred,  or  assigned,  by  such  person,  association,  copartnership,  or 
corporation,  full  and  complete  return  and  report,  under  oath  and  in  such  form  as  the 
Commissioner  of  Internal  Revenue  shall  prescribe,  of  any  and  all  such  contracts  or 
agreements  made  or  entered  into  or  transferred  or  assigned  by  such  person,  associa- 
tion, copartnership,  or  corporation  during  the  preceding  week,  together  with  a  state- 
ment of  the  articles  embraced  in  or  covered  by  each  such  contract  or  agreement,  and 
the  amounts,  respectively,  of  each  such  article,  and  the  name  or  names  of  the  party  or 
parties  with  whom  each  such  contract  or  agreement,  and  any  transfer  or  assignment  of 
any  such  contract  or  agreement,  shall  have  been  made,  and  at  the  same  time  the 
party  whose  duty  it  shall  be  to  make  such  return  or  report  shall  pay  to  such  collector, 
upon  and  for  each  such  contract  or  agreement,  which  such  party  shall  have  so  made 
as  vendor,  and  upon  and  for  each  and  every  transfer  or  assignment  of  any  such  contract 
or  agreement  which  such  party  shall  have  made,  as  transferrer  or  assignor,  the  amount 
of  tax  as  specified  in  section  4  of  this  act,  of  5  cents  per  pound  on  each  and  every 
pound  of  cotton,  hops,  and  of  pork,  lard,  bacon,  or  other  edible  product  of  swine,  of 
20  cents  per  bushel  on  each  and  every  bushel  of  any  of  the  other  articles  mentioned 
in  section  3  of  this  act  which  are  the  subject  of,  embraced  in,  or  covered  by  such 
contracts  or  agreements,  or  any  of  them,  for  which  sums  said  collector  shall  give  his 
receipts  to  the  party  so  paying.  And  such  collector  shall,  upon  the  making  of  such 
return  or  report,  enter  in  a  book  to  be  kept  for  that  purpose  the  date  of  each  such 
'  options '  or  '  futures '  contract  or  agreement,  or  transfer  or  assignment  thereof,  included 
in  such  return  or  report,  the  name,  residence,  and  place  of  business  of  each  party 
thereto,  and  whether  they  appear  as  vendor  Or  vendee,  the  kind  and  amount  of  each 
article  which  is  the  subject  of,  embraced  in,  or  covered  by  such  contracts  or  agree- 
ments, the  amount  of  tax  charged  and  collected  thereon,  and  the  date  upon  which 
such  'options'  or  'futures'  contract  or  agreement  shall  by  its  express  terms  expire  or 
mature;  which  book  or  register  shall  be  a  public  record,  subject  to  the  inspection  of 
any  and  all  persons.  That  the  person,  association,  copartnership,  or  corporation 
making  or  entering  into  any  'options'  or  'futures'  contract  or  agreement,  as  denned 
in  this  act,  or  making  any  transfer  or  assignment  of  any  such  contract  or  agreement, 
either  in  their  own  behalf  or  in  behalf  of  another  or  others,  shall,  upon  filing  with  the 
collector  of  internal  revenue  the  return  or  report  aforesaid,  in  addition  to  the  taxes 
hereinbefore  provided,  pay  to  such  collector  the  sum  of  $2  as  a  registry  fee  for  each 
and  every  such  'options'  or  'futures'  contract  or  agreement  so  made,  transferred,  or 
assigned  and  included  in  such  return  or  report,  and  it  shall  be  the  duty  of  the  col- 
lector of  internal  revenue,  on  the  first  secular  day  of  each  calendar  month,  to  make 
a  report  to  the  Commissioner  of  Internal  Revenue,  setting  forth  the  number  of '  options ' 
and  'futures'  contracts  and  agreements,  as  shown  by  such  book,  which  had  not  expired 
or  matured  on  the  last  day  of  tlie  preceding  month,  the  kind  and  the  amount  of  the 
articles  which  are  the  subject  of,  embraced  in,  or  covered  by  such  contracts  or  agree- 
ments, and  the  amount  of  taxes  levied  thereon;  and  a  copy  of  such  report  shall  be 
kept  in  the  office  of  the  collector  of  internal  revenue  and  be  subject  to  the  inspection 
of  any  and  all  persons. 

"Sec.  10.  That  every  person,  association,  copartnership,  or  corporation,  who  shall 
in  their  own  behalf  or  in  behalf  of  any  other  person,  association,  copartnership,  or 
corporation,  make  or  enter  into,  as  vendor,  any  'options'  or  'futures'  contract  or 
agreement  as  defined  by  this  act,  or  make  any  transfer,  or  assignment  of  any  such 
contract  or  agreement,  without  having  a  certificate  of  authority  from  the  collector  of 
internal  revenue,  as  hereinbefore  provided,  and  covering  the  time  at  which  such 
contract  or  agreement,  or  such  transfer  or  assignment  shall  be  made,  or  who  shall  fail 
or  refuse  to  keep  any  book  or  make  any  record,  return,  or  report  hereinbefore  required, 
or  in  lieu  of  any  record,  return,  or  report  hereinbefore  required  shall  make  a  false, 
fraudulent,  or  partial  record,  return,  or  report,  or  shall  make  or  enter  into  any  '  options ' 
or  'futures'  contract  or  agreement,  or  make  any  transfer  or  assignment  of  such,  in  form 
or  manner  other  than  as  prescribed  by  this  act,  or  shall  fail  or  refuse  to  pay  any  of  the 
taxes  required  by  this  act  to  be  paid,  or  shall  in  any  other  respect  violate  any  of  the 
provisions  of  this  act,  shall,  besides  being  liable  for  the  amount  of  the  tax  or  taxes  pre- 
scribed in  this  act,  for  each  and  every  such  offense  pay  a  fine  of  not  less  than  $1,000 
nor  more  than  $20,000,  or  be  imprisoned  not  less  than  6  months  nor  more  than  10  years, 
or  be  subject  to  both  such  fine  and  imprisonment. 

"Sec.  11.  That  neither  the  payment  of  the  taxes  hereinbefore  provided  nor  the 
certificate  issued  by  the  collector  of  internal  revenue  under  this  act  shall  be  held 
to  exempt  any  person,  association,  copartnership,  or  corporation  from  any  penalty 
or  punishment  now  or  hereafter  provided  by  the  laws  of  any  State  or  Territory  for 
making,  transferring,  or  assigning  contracts  or  agreements  such  as  are  hereinbefore- 
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defined  as  'options'  or  'futures'  contracts  or  agreements,  or  in  any  manner  to  authorize 
the  making,  transferring,  or  assigning  of  such  contracts  or  agreements  within  any 
State,  Territory,  or  locality  contrary  to  the  laws  of  such  State,  Territory,  or  locality; 
nor  shall  the  payment  of  the  taxes  imposed  by  this  act  be  held  to  prohibit  any  State, 
Territory,  or  municipality  from  placing  a  tax  or  duty  on  the  same  trade,  transaction, 
or  business  for  State,  Territorial,  municipal,  or  other  purposes." 

The  twelfth  section,  which  the  Senator  from  Minnesota  has  moved  this  morning  to 
strike  out,  imposed  a  license  upon  every  man  doing  the  business  which  the  proposed 
statute  itself  declared  to  be  lawful.  In  other  words,  it  brought  every  citizen  making 
a  contract  for  future  delivery  not  embraced  in  the  provisions  of  the  proposed  statute 
under  the  reach  and  grasp  of  the  officers  of  the  Government.  The  twelfth  section  is 
as  follows: 

"Sec.  12.  That  every  person,  association,  copartnership,  or  corporation  who  shall 
make  any  contract  or  agreement  for  the  sale  of  any  of  the  articles  mentioned  in  section 
3  of  this  act  and  requiring  the  delivery  of  such  article  subsequent  to  the  date  on  which 
such  contract  or  agreement  is  made,  and  who,  at  the  time  of  making  thereof,  is  the 
owner  and  entitled  to  the  possession  of  the  article  or  articles  which  are  the  subject 
of,  embraced  in,  or  covered  by  such  contract  or  agreement,  or  has  theretofore  acquired 
by  purchase,  and,  at  the  time  of  making  such  contract  or  agreement,  is  entitled  to  the 
right  to  the  future  possession  of  such  article  or  articles  under  and  by  virtue  of  a  con- 
tract or  agreement  for  the  sale  and  future  delivery  thereof  previously  made  by  the 
owner  thereof,  shall,  before  making  any  such  contract  or  agreement,  or  any  transfer 
or  assignment  of  any  such  contract  or  agreement,  apply  in  writing  to  the  collector  of 
internal  revenue  for  the  district  in  which  such  person,  association,  copartnersl  ip,  or 
corporation  shall  reside  or  have  a  place  of  business,  setting  forth  the  same  facts  as 
mentioned  and  required  in  the  application  referred  to  and  provided  for  in  section  5 
of  this  act,  and  shall  thereupon  pay  to  such  collector  the  sum  of  $2  as  a  license  fee  for 
making  ,  transferring,  or  assigning,  or  for  conducting  the  business  of  making,  trans- 
ferring, and  assigning  such  contracts  or  agreements,  and  thereupon  the  collector  shall 
issue  to  such  applicant  a  certificate,  in  such  form  as  the  Commissioner  of  Internal 
Revenue  shall  prescribe,  that  such  applicant  is  authorized,  for  the  period  otone  year 
from  the  date  of  such  certificate,  to  make,  transfer,  and  assign  contracts  or  agreements 
for  the  sale  and  subsequent  delivery  of  any  of  the  articles  mentioned  in  section  3 
of  this  act,  of  which  such  licensee  at  the  time  of  making  any  such  contract  or  agree- 
ment is  the  owner,  or  is  then  entitled  to  the  future  possession  of  under  and  by  virtue 
of  a  contract  or  agreement  for  the  sale  and  future  delivery  of  such  article  or  articles 
previously  made  by  the  owner  thereof.  And  any  person,  association,  copartnership, 
or  corporation  who  shall  make,  transfer,  or  assign  any  such  contract  or  agreement 
without  having  paid  the  license  fee  herein  required,  and  without  having  a  certificate 
from  the  collector  of  internal  revenue  authorizing  the  making,  transferring,  and 
assigning  of  such  contracts  and  agreements,  shall  be  subject  to  and  be  required  to 
pay  a  fine  of  not  less  than  $1,000  nor  more  than  $5,000,  Such  certificate  may  be 
renewed  annually  on  compliance  with  the  provisions  of  this  section.  And  such 
licensee  shall  keep  a  book  in  which  shall  be  entered  the  date  of,  the  names  and  places 
of  residence  or  business  of  the  parties  to,  the  kind  and  amount  of  the  articles  the 
subject  of,  embraced  in,  or  covered  by  any  contracts  or  agreements  for  sale  and  future 
delivery  which  may  be  made,  transferred,  or  assigned  by  such  licensee  under  author- 
ity of  the  certificate  provided  for  in  this  section,  and  the  time  at  which  delivery  thereof 
is  to  be  made ;  and  in  case  of  the  transfer  or  assignment  of  contracts  or  agreements  for 
sale  and  future  delivery  of  any  of  said  articles  previously  made  by  the  owner  thereof, 
or  made  by  a  party  who  has  theretofore  acquired  by  purchase  and  at  the  time  of  making 
such  transfer  or  assignment  is  entitled  to  the  right  of  the  future  possession  of  such 
article  or  articles  under  and  by  virtue  of  a  contract  or  agreement  for  the  sale  and  future 
delivery  thereof,  previously  made  by  the  owner  thereof,  the  names  and  places  of 
business  or  residence  of  transferer  and  transferee  or  of  the  assignor  and  assignee ;  which 
book  shall  at  all  times  be  subject  to  inspection  by  the  collector  or  deputy  collector  of 
internal  revenue,  or  by  any  duly  authorized  agent  of  the  Internal-Revenue  Department. 
Such  licensee  shall  also  make  on  Tuesday  of  each  and  every  week,  to  the  collector 
of  internal  revenue  by  whom  the  certificate  herein  provided  for  may  have  been  issued, 
a  weekly  report  of  all  such  contracts  or  agreements  or  transfers  or  assignments  thereof 
that  shall  have  been  made  by  such  licensee  during  the  previous  week,  which  report 
shall  contain  all  the  facts  and  items  hereinbefore  required  to  be  entered  in  the  book 
to  be  kept  by  such  licensee;  and  such  report  shall  be  entered  by  said  collector  in  a 
book  to  be  kept  by  him  in  his  office  for  that  purpose.  And  any  such  licensee  who 
shall  fail  or  refuse  to  keep  the  book  and  enter  therein  the  fact  and  items  as  by  this 
section  required,  or  shall  fail  or  refuse  to  submit  such  book  to  the  inspection  "of  the 
collector,  deputy  collector,  or  duly  authorized  agent  of  the  Internal-Revenue  Depart- 
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ment,  or  who  shall  fail  or  refuse  to  make  report  to  the  collector  of  internal  revenue 
as  by  this  section  required,  shall  for  each  and  every  such  failure  or  refusal  be  required 
to  pay  to  such  collector  a  fine  of  not  less  than  $100  nor  more  than  §5,000.  And  it  shall 
be  the  duty  of  the  collector  of  internal  revenue  to  keep  in  his  office  a  book  in  which 
shall  be  registered  a  copy  of  each  and  every  application  made  to  him  under  this  sec- 
tion, and  a  statement  in  connection  therewith!  as  to  whether  a  certificate  has  been 
issued  and  for  what  period,  which  book  or  register  shall  be  a  public  record,  and  be 
subject  to  the  inspection  of  any  and  all  persons. 

The  thirteenth  section  provides  inquisitorial  means  of  visitation  and  search  and 
examination  of  books.  It  provides  that  the  internal-revenue  collector  shall  have  the 
power,  whenever  he  suspects  that  a  business  man  is  violating  this  statute,  to  demand 
an  examination  of  his  business  and  an  inspection  of  his  books  for  the  purpose  of  satis- 
fying himself  that  the  law  is  being  carried  out. 

I  call  the  attention  of  Senators  to  the  fact  that  the  thirteenth  section  is  as  broad  as 
any  man's  right  to  sell  any  property  for  future  delivery,  whether  or  not  that  property 
is  brought  within  the  grasp  of  futures  and  options  as  defined  in  the  bill. 

jNow,  the  distinguished  Senator  this  morning  does  what?  On  a  motion  made  to 
strike  out  the  twelfth  and  thirteenth  sections  he  says  he  will  agree  that  the  twelfth 
section  shall  be  stricken  out,  but  he  objects  to  the  thirteenth  section  being  stricken 
out.  He  strikes  out  the  only  possible  reason  for  the  powers  of  search  and  visitation 
found  in  the  thirteenth  section.  He  strikes  out  the  license  provided  in  the  twelfth 
section,  by  which  alone  the  thirteenth  section  could  be  justified,  and  he  keeps  vested 
in  the  officers  of  the  Government  the  arbitrary  powers  created  by  the  thirteenth  sec- 
tion, and  which  the  bill  itself  admits  are  to  be  exercised  against  a  man  pursuing  an 
avocation  which  the  bill  itself  recognizes  as  legal,  and  thus  should  be  removed  from 
inquisition. 

The  following  sections  of  the  bill  are  full  of  other  penalties.  Let  us  stop  for  a 
moment  and  ask  ourselves  the  question  what  the  bill  does. 

Mr.  President,  there  can  not  be  any  question  that  the  contract  which  the  bill  strikes 
at  in  its  second  section  is  a  lawful  contract.  That  is  removed  beyond  the  domain  of 
controversy.  The  question  whether  contracts  for  future  delivery  are  valid  contracts 
has  been  before  every  court  in  this  land.  It  has  been  to  the  Supreme  Court  of  the 
United  States;  it  has  been  to  the  courts  of  last  resort  in  almost  every  State  in  this 
Union,  and  it  has  been  crystallized  in  a  body  of  jurisprudence  now  passed  beyond 
question  that  it  is  absolutely  as  lawful  for  a  man  to  sell  for  future  delivery  as  it  is  to 
sell  for  present  delivery;  that  there  is  no  earthly  difference  between  the  two;  that 
they  are  both  valid  contracts  protected  by  the  law,  enforced  by  the  courts,  provided 
only,  what?  Provided  only  that  either  of  the  parties  to  the  contract  has  an  honest, 
intention  to  deliver. 

The  purpose,  then,  of  this  bill  is  to  strike  down  contracts  which  can  be  validly 
entered  into,  protected  by  the  judgments  of  the  courts  of  last  resort  of  all  this  Union. 
I  challenge  any  Senator  upon  this  floor  to  produce  a  single  modern  authority  which 
does  not  recognize  that  the  right  to  make  these  contracts  under  the  dominion  and 
jurisdiction  of  the  State  courts  is  as  absolutely  sacred  and  as  well  protected  by  the 
gegis  of  the  State  law  as  is  his  right  to  hold  his  home,  or  any  other  right  that  he  has 
within  the  dominion  of  the  State. 

This,  then,  is  a  proposition  that  the  Federal  Government — and,  Mr.  President,  I 
hate  to  reargue  this  question  with  the  eloquent  and  able,  vigorous  and  incisive  argu- 
ment and  denunciation  of  the  Senator  from  Missouri  [Mr.  Vest]  on  yesterday  ringing 
in  the  ears — this,  then,  is  a  bill  licensing  the  Federal  Government  to  step  over  the 
State  line  and  destroy  any  contract  made  within  a  State  between  citizens  of  the 
State  which  the  Federal  Government  may  choose  to  destroy.  That  is  the  power 
which  this  bill  asserts.     If  it  does  not  assert  that  power,  it  does  not  assert  any  power. 

Is  it  denied  that  these  are  valid  contracts?  Is  it  denied  that  they  are  contracts 
made  under  the  State  law  and  under  protection  of  the  State  courts?  Is  it  denied 
that  this  bill  strikes  at  contracts  between  citizens  of  the  State  and  a  res  or  a  thing 
within  that  State?  That  being  the  case,  I  ask  Senators,  mindful  of  their  great  oath 
to  support  the  Constitution  of  the  United  States,  where  within  the  four  walls  of  that 
Constitution  can  they  find  a  pretext  for  this  great  usurpation  of  authority?  If  the 
theory  which  this  bill  propounds  is  true,  every  vestige  of  State  autonomy  has  been 
wiped  off,  and  to-day,  instead  of  having  a  government  of  limited  and  restrictive 
powers,  each  government  moving  by  the  force  of  constitutional  gravity  in  its  own 
orbit,  we  stand  the  most  unlimited  and  arbitrary  government  on  the  face  of  God's 
earth. 

Now,  how  will  Senators  justify  this  measure?  I  put  it  to  every  Senator,  does  this 
power  exist  in  the  Federal  Government?  I  challenge  any  Senator  to  say  that  he  be- 
lieves the  power  exists  in  the  Federal  Government  to  go  into  a  State  and  destroy 
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contracts  made  between  citizens  of  the  State  protected  by  State  laws,  contracts  out- 
side of  the  domain  of  Federal  jurisdiction.  Can  the  Federal  Government  regulate 
marriage;  can  it  regulate  divorce;  can  it  determine  the  title  to  property;  can  it  pass 
upon  the  tenure  by  will:  can  it  usurp  all  the  functions  reserved  to  the  States  as  a 
necessary  part  of  the  existence  of  the  State  governments?  If  it  can  not  do  these 
things,  by  what  mandate  of  authority  can  this  proposed  law  be  put  upon  the  statute 
books? 

Ah,  but  I  am  told  that  this  is  a  taxing  law;  that  it  is  an  exercise  of  the  taxing  power. 
It  is  a  tax  that  does  not  tax.  I  call  attention  to  this  distinction.  On  the  very  face 
of  the  bill  not  even  a  pretext  of  taxation  can  be  found.  By  the  very  terms  of  the 
bill  no  tax  can  result  from  its  provisions.  The  only  section  in  the  bill  which  could 
possibly  lead  to  the  collection  of  a  tax  and  give  even  a  semblance  of  constitutionality 
to  the  bill  was  the  twelfth  section,  which  imposed  the  $2  license  upon  a  lawful  busi- 
ness; and  the  Senator  from  Minnesota  proposes  to  take  that  out. 

Now,  then,  the  question  results  and  comes  down  to  this,  and  we  must  meet  it; 
Can  the  Federal  Government  by  the  abuse  of  the  taxing  power  abrogate  and  destroy 
every  limitation  found  in  the  Constitution  and  every  reservation  in  favor  of  the 
States?    That  is  the  question.     It  can  not  be  evaded. 

Ah,  but  it  is  said  this  is  an  exercise  of  the  taxing  power,  and  although  it  is  an  ex- 
ercise of  the  taxing  power  which  does  not  tax  to  produce  revenue,  we  will  declare 
in  this  bill  that  we  propose  to  tax  for  revenue,  although  we  do  not  propose  to  do  so. 
If  we  do  violate  the  Constitution  in  doing  this,  when  it  goes  to  the  court  of  last  resort- 
it  will  not  be  able  to  decipher  the  false  purpose  of  the  bill  and  will  therefore  hold 
the  bill  not  to  be  unconstitutional.  Why  will  the  court  hold  it  not  to  be  unconstitu- 
tional? Not  because  it  is  not  unconstitutional,  but  because  we  have  breathed  into 
this  law  a  living  lie,  because  we  have  declared  that  our  purpose  is  to  tax  for  revenue, 
when  every  line  and  letter  of  the  bill  says  the  bill  is  not  an  exercise  of  the  taxing 
power  at  all,  but  an  attempt  to  destroy  the  very  framework  of  the  Constitution  by 
going  into  the  States  and  doing  that  which  the  Federal  Government  confessedly  has 
no  power  to  do. 

Mr.  President,  some  question  was  raised  yesterday  as  to  the  power  of  the  court  to 
reach  this  bill.  That  question  does  not  concern  me  when  I  exercise  my  right  to  vote 
upon  this  floor.  If  it  be  true  that  under  the  Constitution  there  has  been  lodged  in 
the  Senate  a  power  by  a  declaration  of  purpose  to  prevent  unconstitutional  enact- 
ments from  being  reached  by  the  courts,  then  the  necessary  effect  of  the  Constitution 
is  to  have  made  this  Senate  the  court  of  last  resort,  and  we  stand  here  now  called 
upon,  with  the  great  responsibility  which  rests  upon  us,  not  to  say  what  a  tribunal 
would  say  if  the  power  had  been  lodged  with  it,  but  to  say  what  this  great  tribunal 
should  say  in  the  face  of  this  patent  and  glaring  and  flagrantly  unconstitutional  act. 

But  I  do  not  follow  and  agree  with  the  admissions  on  this  subject  made  by  the 
distinguished  Senator  from  Missouri  yesterday.  I  do  not  agree  to  them  because  I 
believe  the  premise  upon  which  they  are  founded  is  destructive  of  this  Government. 
The  glory  and  the  ornament  of  our  system  which  distinguishes  it  from  every  other 
Government  on  the  face  of  the  earth  is  that  there  is  a  great  and  mighty  power  hover- 
ing over  the  Constitution  of  the  land  to  which  has  been  delegated  the  awful  respon- 
sibility of  restraining  all  the  coordinate  departments  of  the  Government  within  the 
walls  of  that  great  fabric  which  our  fathers  builded  for  our  protection  and  our  immunity 
forever. 

It  is  perfectly  true  that  in  two  or  three  cases  the  Supreme  Court  of  the  United 
States  have  said  that  where  on  the  face  of  a  statute  there  was  the  exercise  of  taxation, 
as  the  statute  on  its  face  was  a  taxing  statute,  the  court  would  not  destroy  the  face 
of  the  statute  by  wiping  out  the  taxing  provision  in  the  statute  with  the  sponge  of 
the  motives  which  may  have  actuated  the  Members  who  passed  it.  Is  that  the  case 
here?  Where  the  face  of  the  statute  shows  no  tax,  where  the  face  of  the  statute  itself 
eliminates  all  human  possibility  of  the  exercise  of  the  taxing  power  for  revenue,  then 
I  say  the  mission  of  jurisdiction  is  given  to  the  courts  of  this  land  to  brush  that  statute 
away  for  its  flagrant  and  open  violation  of  the  Constitution.  Is  this  not  necessarily 
true? 

Now,  let  us  reason  out  the  consequences,  if  it  be  not  true.  If  this  be  not  true,  then 
the  beautiful  system  by  which,  as  I  said  just  now,  all  the  departments  of  the  Govern- 
ment move  in  a  common  orbit,  vanishes  out  of  the  sideral  universe  of  government. 
and  passes  into  confusion  and  chaos.  The  precedents  are  against  it.  The  power 
which  the  Supreme  Court  of  the  United  States  exercises  in  the  review  of  statutes  is 
like  unto  the  power  exercised  by  the  supreme  courts  of  all  the  States.  The  books 
are  full  of  cases  in  the  State  courts  drawing  the  distinction  which  1  have  made.  In 
the  Topeka  case  it  is  drawn  in  plain  words  by  the  Supreme  Court  of  the  United  States. 
There  a  Government  appropriated  a  sum  of  money,  declaring  it  to  be  for  a  public 
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purpose.  The  case  went  to  the  Supreme  Court  of  the  United  States,  and  it  said  your 
motive  and  your  purpose  can  not  be  inquired  into.  That  is  removed  beyond  the  do- 
main of  controversy  or  question.  But  where  you  have  called  the  statute  one  thing 
and  in  the  very  terms  of  the  statute  indicate  another  thing,  and  that  either  thing  is 
outside  of  the  powers  of  government,  then  it  is  not  a  statute  at  all.  but  it  is  a  violation 
of  authority  and  we  strike  it  from  the  statute  books. 

That,  in  my  opinion,  is  what  should  be  the  fate  of  this  measure.  The  only  semblance 
of  authority  within  the  Constitution,  as  I  have  said,  was  the  twelfth  section,  which 
put  a  license  of  S2  upon  a  business  admittedlv  lawful,  which  the  Senator  from  Min- 
nesota proposes  this  morning  to  strike  out.  Climbing  up  this  lofty  tree  under  which 
he  thinks  all  the  great  commerce  of  this  country  is  to  find  shade  and  shelter,  and 
under  which  I  think  death  and  destruction,  like  a  upas,  is  to  come,  he  saws  himself 
down  by  cutting  off  the  only  possibility  of  constitutionality  which  was  in  the  bill. 

What  does  the  Senator  from  Minnesota  say?  I  wish  to  call  attention  to  it.  Of 
course,  everything  I  say  is  with  the  greatest  respect  and  kindness  to  him.  I  suppose 
when  he  made  the  argument  which  I  shall  quote  in  a  few  moments,  he  thought  it 
would  rally  all  the  Senators  on  the  other  side  of  the  Chamber  and  make  them  feel 
that  they  could  not  question  the  constitutionality  of  this  bill  without  questioning 
the  constitutionallity  of  that  system  of  taxation  which  they  have  espoused  almost 
from  the  foundation  of  the  Government,  and  which  they  espouse  now  to  an  extreme 
degree,  how  extreme  I  will  not  comment  upon,  because  I  do  not  propose  to  enter  into 
that  question.     What  does  the  distinguished  Senator  urge?     He  says: 

"One  thing  is  perfectly  clear  to  me,  that  if  this  bill  is  unconstitutional  for  the 
reason  that  we  have  no  right  to  use  the  taxing  power,  except  for  the  purpose  of  raising 
revenue,  then  there  has  never  been  a  Republican  protective  tariff  but  that  has  been 
in  violation  of  the  Constitution.  A  duty  may  be  so  high,  placed  with  a  view  of  pro- 
tecting some  production  for  the  purpose  of  increasing  or  regulating  its  market  value, 
and  not  absolutely  prohibitory,  yet  so  long  as  it  was  not  laid  for  the  porpose  of  raising 
revenue,  it  would  still  be  obnoxious  to  this  construction  of  the  Constitution.  But 
there  are  numerous  cases  where  this  duty  is  absolutely  prohibitory,  and  so  intended, 
and  so  made  for  the  express  purpose  of  suppressing  the  importation  of  articles  that 
come  in  competition  with  those  produced  in  this  country. ; ' 

The  purpose  of  this  argument  is  this:  This  bill,  which  destroys  all  the  rights  of 
the  States  and  acts  internally  upon  the  people  of  the  State  and  on  contracts  pro- 
tected by  State  laws,  must  be  valid,  and  you  must  hold  it  so  or  you  must  declare 
that  the  whole  policy  of  the  Republican  Party  is  and  has  been  wrong. 

Mr.  President,  in  my  judgment  that  is  absolutely  and  fundamentally  a  fallacy. 
It  overlooks  the  clear  distinction  between  the  nature  of  the  power  lodged  in  the 
Federal  Government  for  the  purpose  of  imposts  and  the  nature  of  the  taxing  power 
lodged  in  the  Federal  Government  for  the  purpose  of  internal  taxation.  When  the 
Federal  Government  deals  with  imposts  the  Constitution  has  vested  in  it  the  power 
which  would  be  vested  in  any  Government  in  that  regard. 

Xo  power  as  to  imposts  was  reserved  in  the  States  by  the  Federal  Constitution. 
All  the  lawful  powers  of  government  which  could  be  exercised  in  that  particular 
passed  into  the  life  and  being  of  the  Federal  Government  by  the  lodgment  in  the 
Government  of  the  power  to  levy  imposts — imposts  deal  externally,  beyond  our 
borders.  Beyond  those  borders  the  power  of  the  Federal  Government  was  restricted 
and  restrained  by  no  limitation  resulting  from  a  reservation  in  the  Constitution. 

Mr.  President,  in  my  judgment,  if  complaint  is  made  of  impost  tax  by  the  Federal 
Government  levied  not  for  the  purpose  of  revenue,  but  for  protection  or  prohibition, 
the  complaint  is  not  that  the  Federal  Government  violates  the  Constitution  or  the 
limitations  of  the  Constitution,  because  as  to  that  all  authority  is  granted  by  the 
Constitution.  When  I  say  this,  I  mean  no  limitation  by  the  Constitution  by  express 
provision  of  the  Constitution.  The  complaint  of  undue  or  prohibitory  external 
imposts  is  not  that  the  Constitution  has  been  violated. 

Xo;  but  that  there  has  been  a  violation  of  the  great  fundamental  and  elementary 
principle  of  all  government,  which  underlies  all  constitutions,  which  affect  this 
Government  and  every  government,  and  which  would  affect  the  most  unlimited 
government  in  the  world.  These  principles  are  that  government  is  created  with 
limitations  flowing  from  the  nature  of  its  being,  which  teach  that  no  government 
shall  use  its  power  for  the  benefit  of  the  few  to  the  detriment  of  the  many.  There- 
fore, all  the  arguments  which  have  been  made  on  the  subject  of  the  abuse  of  the 
impost  power  in  the  Federal  Government  are  arguments  addressing  themselves  not 
to  the  limit  of  delegation  under  the  Constitution  as  to  imposts,  but  to  the  want  of 
power  arising  from  the  very  nature  of  government  itself. 

In  other  words,  I  contend  that  where  power  to  destroy  exists  the  use  of  a  wrong 
instrumentality  to  do  the  destruction  may  be  the  abuse  of  an  instrumentality  but 


AMEND  SECTION   5  OF   COTTON   FUTURES   ACT.  113 

not  an  abuse  of  power,  because  the  power  to  destroy  is  vested.  But  where  the  power 
to  destroy  does  not  exist,  the  use  of  an  instrumentality  to  destroy  that  which  there 
is  no  power  to  destroy  is  not  alone  an  abuse  of  the  instrumentality  but  an  usurpation 
of  power  itself.  Now,  the  usurpation  of  power  by  Congress  not  vested  by  the  Con- 
stitution in  Congress  is  unconstitutional.  This  being  true,  it  follows  that  if  the 
usurpation  is  clear  on  the  face  of  the  act,  if  the  act  itself  shows  the  usurpation,  the 
power  exists  in  the  Supreme  Court  of  the  United  States  to  prevent  the  usurpation. 

The  distinguished  Senator  made  two  quotations  on  this  subject.  Both  of  them 
draw  this  distinction  in  the  broadest  way.  One  quotation  is  from  Judge  Cooley 
and  the  other  is  from  Judge  Story.  Both  of  them  call  attention  to  the  fact  that  when 
it  concerns  import  tax  the  question  is  as  to  the  fairness  and  the  rightness,  if  I  may 
use  the  word,  and  not  as  to  the  question  of  constitutional  power: 

''Indeed,  in  some  cases  where  impost  duties  are  laid,  revenue  is  no  part  whatever 
of  the  motive  for  imposing  a  particular  duty,  but  it  is  made  so  high  that  it  is  expected 
to  preclude  all  importation,  and  therefore  produce  no  revenue.  A  person  objecting 
to  the  duty  may  complain  that  it  violates  the  true  principles  of  government,  but 
he  would  hardly  venture  to  attack  it  as  being  so  distinctly  beyond  the  constitutional 
power  of  Congress  that  in  the  courts  it  might  be  assailed  as  wanting  in  legal  validity. 
He  may  question  its  policy,  but  he  can  not  well  question  its  constitutionality." 

Says  Justice  Story: 

"It  is  often  applied  as  a  virtual  prohibition  upon  the  importation  of  particular 
articles  for  the  encouragement  and  protection  of  domestic  products  and  insustry." 

These  are  the  doctrines,  Mr.  President,  which  have  been  applied  by  this  Govern- 
ment, standing  with  its  face  looking  beyond  our  borders  at  the  millions  lying  beyond. 
But  when  turned  inward  we  behold  the  system  of  States  with  all  the  great  rights 
ressrved  to  them  by  the  Constitution.  We  see  them  with  their  police  power,  and 
their  legal  autonomy,  and  their  right  of  contract,  and  their  right  of  property,  and 
everything  that  has  been  preserved  to  us  by  the  Constitution.  These  rights  and  their 
recognition  and  preservation  have  given  us  a  hundred  or  more  years  of  being,  and 
without  them  war  and  tumult  and  misery  and  suffering  would  come.  The  rudiment 
of  all  these  rights  is  found  in  the  principle  that  every  power  not  delegated  under  the 
Constitution  to  the  Federal  Government  is  reserved  to  the  States.  Yes;  the  distin- 
guished Senator,  in  looking  at  this  bill,  puts  on  his  marine  glasses,  and  turning  to  the 
American  people  proposes  to  put  upon  the  great  sisterhood  of  States  the  shackles  of  the 
foreign  jurisdiction.  He  does  this,  although  his  bill  deals  not  with  that  which  is 
foreign,  but  with  all  those  great  rights  of  local  self-government  which  are  ours,  ours 
to-day  and  to-morrow  and  forever. 

I  doubt  very  much  whether  this  argument  will  reach  the  distinguished  Senator 
from  Minnesota,  because  in  the  course  of  his  able  speech  he  says: 

"The  Constitution,  which  at  its  adoption  was  supposed  to  haveun  view  some  refer- 
ence, at  least,  to  the  'general  welfare'  of  the  people,  is  now  almost  invariably  invoked 
by  constitutional  pugilists  to  resist  all  reforms  and  all  attempts  directed  against  wrong 
and  abuse." 

I  can  well  imagine  that  the  distinguished  Senator  must  have  been  in  the  frame  of 
mind  which  this  language  indicates,  when  his  hand  could  have  the  strength  to  write 
or  his  mind  the  power  to  conceive  that  there  exists  in  the  Federal  Government  any 
power  to  go  into  your  State,  sir  [pointing  to  the  Senator  from  Missouri],  or  the  State  of 
Maine,  or  any  other  State  in  this  Union,  and  destroy  by  a  surreptitious  attempt  to  per- 
vert the  taxing  power,  the  rights  of  the  citizens  of  the  States  to  contract  among  them- 
selves. 
_  I  know,  therefore,  that  the  frame  of  mind  I  am  in  and  the  frame  of  mind  the  dis- 
tinguished Senator  is  in  are  so  wide  apart,  that  we  move  in  such  different  conceptions 
of  the  respective  relations  of  these  governments  to  each  other,  that  I  am  afraid  I  will 
never  be  able  to  reach  him  by  argument. 

Mr.  President,  I  think  we  ought  to  be  entitled  to  discuss  this  measure  v  Lthout  sneer, 
without  gibe,  without  reaching  out  the  hand  to  stir  up — I  was  going  to  say  tike  smolder- 
ing ashes  of  past  conflicts;  but,  thank  God,  even  the  ashes  of  that  conflict  have  passed 
away;  I  know  the  American  people  have  forgotten  it,  except  for  the  lessons  which 
it  has  taught  us  all,  that  within  the  walls  of  the  Constitution  and  by  adherence  and 
respect  for  it,  united  in  a  common  brotherhood,  lie  alone  our  future  hope  of  happiness 
and  protection. 

The  distinguished  Senator  says: 

"It  is  seriously  to  be  regretted  that  some  of  our  'constitutional  friends'  did  not 
regard  this  sacred  instrument  with  as  much  reverence  and  stand  ready  to  guard  it 
with  the  same  pathetic  solicitude  in  a  time  not  very  remote  as  they  do  at  present." 
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Thus  the  discussion  of  this  antioption  bill  is  to  revive  the  feelings  of  the  war,  and 
sneer  and  gibe  are  cast  at  this  side  of  the  Chamber  because  there  are  those  here  who 
adhere  now  to  those  great  principles  of  constitutional  government  which  they  think 
involve  the  very  structure  of  the  Constitution.  The  germs  of  the  fierce  Civil  War 
through  which  we  passed  were  sown  at  the  birth  of  our  institutions.  Both  sides  in 
that  awful  conflict  were  true  to  the  Constitution  as  they  understood  it. 

Mr.  President,  the  men  who  took  part  in  the  war  on  the  southern  side  were  not  like 
the  Senator  from  Minnesota — careless  of  constitutional  obligations.  Whatever  may  be 
the  conception  as  to  the  mistake  of  their  opinions — and  we  all  concede  that  the  mighty 
arbitrament  of  war  has  decided  they  were  wrong — no  one  in  this  day  or  any  day  here- 
after, whatever  may  be  the  censure  which  he  puts  upon  the  judgment  of  the  southern 
peonle.  questions  the  sincerity  of  their  convictions  or  their  great  purpose  to  adhere 
to  the  Constitution  as  they  understood  it.  Their  blood  sealed  their  fidelity  to  their 
duty  as  they  conceived  it.  I  have  seen  somewhere  a  thought  of  the  «reat'  war  gov- 
ernor of  Massachusetts,  saying  that  whatever  might  be  the  judgment  of  history  upon 
the  wisdom  of  the  southern  people,  history  would  hold  that,  mistaken  as  they  were, 
they  were  heroes  because  of  their  devotion  to  their  constitutional  mistake. 

I  believe  now,  sir,  that  as  time  goes  by  the  world  will  see  their  ma?nifcent  heroism 
more  and  more,  and  that  the  vision  of  the  southern  poet  will  be  fulfilled: 

In  seeds  of  laurel  in  the  earth, 

The  blossom  of  their  fame  is  blown; 
And  somewhere,  waiting  for  its  birth, 

The  shaft  is  in  the  stone. 

But,  Mr.  President,  the  view  of  the  Constitution  which  the  other  side  upholds  is, 
I  suggest,  a  reflection  on  that  magnificent  and  gallant  body  of  men  who  formed  the 
Union  hosts  of  this  country.  What  did  they  f  ght  for?  What  did  they  die  for?  For 
what  was  their  blood  poured  out  in  priceless  currents?  If  we  believe  the  consequences 
of  the  argument  of  the  distinguished  Senator  from  Minnesota,  it  was  poured  out  in 
order  that  we  might  have  no  Government,  no  States,  no  autonomy,  and  that  our 
Constitution  might  be  destroved. 

I  should  rather  not  pass  the  judgment  upon  those  gallant  men  which  the  argument 
of  the  Senator  from  Minnesota  does.  I  should  rather  rely  upon  the  judgment  of  the 
immortal  Lincoln,  who  said  at  Gettysburg,  in  that  speech  which  will  carrv  his  fame 
down  to  the  uttermost  end  of  time, "'They  died  in  order  that  this  Government  might 
live.  "  Live  how?  Live,  as  the  argument  of  the  Senator  from  Minnesota  would  hold, 
without  restriction  and  without  restraint  of  any  kind,  with  the  States  destroyed,  with 
all  rights  gone,  with  a  mighty  despotism  built  up,  and  that  despotism  all  the  more 
flagrant  and  all  the  more  outrageous  because  it  would  depend  solely  upon  popular 
clamor  or  popular  whim  as  to  the  existence  or  nonexistence  of  an  evil. 

Mr.  President,  there  can  not  be  any  doubt  as  to  the  unconstitutionality  of  this 
measure.  The  distinguished  Senator  from  Oregon  (Mr.  Mitchells  yesterday  asked 
upon  this  floor  my  very  polished  and  eloquent  friend,  the  Senator  from  Virginia  (Mr. 
Daniel),  whether  he  thought  the  courts  would  declare  this  bill  unconstitutional.  I 
should  like  to  ask  the  Senator  from  Oregon  a  question,  through  the  chair,  now,  if  he 
will  permit  me,  and  that  question  is  this:  Does  the  Senator  from  Oregon  think  this 
bill  has  for  its  object  the  lawful  and  legitimate  exercise  of  the  taxing  power? 

Mr.  Mitchell.  I  am  bound  to  take  the  bill  for  what  it  purports  to  be.  I  have 
seen  no  reason  to  inouire  of  those  gentlemen  who  introduced  the  bill,  or  of  the  com- 
mittee that  reported  it,  whether  there  is  anything  about  it  that  does  not  appear  on  the 
face  of  the  bill:  and  I  have  no  doubt -the  Supreme  Court  of  the  United  States  will 
hold  the  very  same  view  if  it  should  ever  become  a  law  and  go  before  that  tribunal 
for  construction. 

Mr.  White.  Will  the  Senator  vote  for  a  provision  declaring  that  this  bill  has  for 
its  object  the  destruction  and  prevention  within  the  States  of  the  things  contemplated 
as  declared  by  the  Senator  from  Minnesota? 

Mr.  Mitchell.  No.  sir. 

Mr.  White.  Will  the  Senator's  vote,  "yea"  or  "nay,''  on  this  bill  be  controlled 
by  the  fact  that  it  will  accomplish  that  purpose? 

Mr.  Mitchell.  At  present,  Mr.  President,  I  do  not  exactly  see  that  I  am  on  the 
witness  stand  to  be  catachised. 

Mr.  White.  I  beg  the  Senator's  pardon. 

Mr.  President,  I  put  these  questions  because  when  the  Senator  asked  the  question 
on  yesterday,  to  me  they  indicated  a  depth  of  political  degeneration — of  course  I 
do  not  say  this  with  reference  to  the  learned  Senator  from  Oregon — but  I  mean  of 
political  degeneration  of  opinion  abstractly  which  can  be  successfully  defended 
nowhere. 
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Who  shall  say  that  if  this  bill  is  not  really  a  revenue  bill  and  we  declare  it  to  be  eo 
we  will  not  be  concealing  our  purpose  and  expressing  a  fraudulent  purpose? 

There  has  been  some  question  raised  about  the  case  of  Veazie  against  Fenno,  as 
bearing  upon  this  issue.  It  is  said,  Why,  did  you  not  impose  a  tax  of  10  per  cent  upon 
State  banks  upon  their  circulation,  and  did  not  the  Supreme  Court  declare  that  valid? 
That  case  is  cited  as  authority  now.  It  is  always  the  way.  It  has  been  that  way 
since  the  foundation  of  the  Government.  If  ever  a  decision  is  made  in  any  way 
looking  toward  the  destruction  of  the  lawful  powers  of  the  States,  arguments  have 
always^  come  up  to  pervert,  to  extend,  to  vitiate,  and  to  amplify  in  order  that  there 
may  be  authority  for  a  stretch  of  power  and  thus  take  some  further  liberty  from  the 
people.     Now,  what  was  the  Veazie  against  Fenno  case? 

I  know  nothing  which  can  throw  more  light  upon  a  case  than  the  brief  of  counsel. 
In  the  discussion  of  that  case  there  was- no  statement  by  counsel  that  the  question 
involved  was  the  perversion  of  the  taxing  power.  The  attack  made  upon  the  statute 
was  this:  That  this  statute  was  unconstitutional  because  it  taxed  a  State  corporation. 

When  that  went  to  the  court,  what  did  it  say?  The  Constitution  has  lodged  in 
Congress  the  power  to  regulate  currency.  In  the  exercise  of  that  power  Congress 
has  authority  to  wipe  out  a  State  corporation  by  taxation.  True  the  court,  arguendo, 
said  that  it  was  either  a  tax  or  a  prohibition.  If  a  prohibition,  the  constitutional 
authority  lying  back  of  the  statute  was  found — where?  In  the  clause  delegating  to 
Congress  the  power  to  regulate  currency.  If  a  tax,  it  was  not  illegal,  because  Congress 
had  the  power  to  use  the  taxing  power  to  prohibit  that  which  it  had  the  richt  to  pro- 
hibit under  another  provision  of  the  Constitution. 

The  case  does  not  cover  the  question  now  here.  It  does  not  intimate  the  power 
to  surreptitiously  use  the  taxing  power  which  is  here  presented.  It  is  true  the  court, 
arguendo  by  the  Chief  Justice,  made  use  of  expressions  which  may  be  misconstrued 
and  which  are  now  used  to  support  the  contention  that  Congress  has,  by  pretending 
to  tax,  the  power  to  destroy  every  limitation  found  in  the  Constitution.  This  case 
does  not  so  decide.     It  seems  to  me  that  ends  this  contention. 

This  brings  me  to  the  oleomargarine  bill.  This  was  the  situation  at  that  time,  and 
I  call  attention  to  it:  The  statute  as  originally  introduced  contained  a  prohibitive 
tax.  Although  there  was  an  enormous  pressure  for  its  passage,  seme  of  the  gentlemen 
who  were  called  upon  to  support  it  and  whose  constitutional  stomachs  were  not  so 
weakened  and  enfeebled  could  not  digest  it.  "W  hat  did  they  do?  They  reduced  the 
tax  down  within  a  revenue-producing  capacity.  That  statute  recognized  the  dis- 
tinction which  I  made  just  now  between  the  power  of  the  Government  to  exercise 
internal  and  external  taxes,  the  difference  between  imposts  and  internal  taxation, 
since,  although  in  that  act  they  made  the  impost  tax  absolutely  prohibitive,  they 
reduced  the  internal  to  a  revenue  basis  on  its  face  in  order  to  make  it  constitutional. 

This,  then,  was  a  case  where  motive  might  deprive  the  court  of  the  power  to  exam- 
ine into  the  constitutionality  of  the  statute  because  on  the  face  of  the  statute  it  was 
the  exercise  of  a  revenue  power.     I  admit  that. 

Mr.  Mitchell.  Does  the  Senator  think  that  a  reduction  of  the  tax  in  this  case  to 
such  a  figure  that  it  would  admittedly  be  the  means  of  raising  revenue,  and  under 
which  parties  engaged  in  these  transactions  would  go  on,  would  render  this  bill  con- 
stitutional? 

Mr.  White.  Does  the  Senator  mean  leaving  in  the  $2  tax? 

Mr.  Mitchell.  No,  sir.  The  point  is  this:  Suppose  the  tax  were  reduced  to  a 
revenue  basis  so  that  the  tax  would  be  paid,  in  which  event  it  would  clearly  be  a 
revenue  bill  according  to  the  ideas  of  the  Senator  from  Louisiana. 

Mr.  White.  Oh,  I  must  beg  the  Senator's  pardon.  The  Senator  must  understand 
the  distinction.  I  am  speaking  now  of  the  power  of  the  court  on  the  face  of  the  bill. 
The  bill  might,  on  its  face,  be  a  revenue  bill  and  might  to  me  be  constitutional.  But 
in  the  exercise  of  my  function  here  I  would  not  vote  for  any  bill  if  it  raised  a  fraudulent 
revenue,  provided  I  thought  it  was  intended  to  prohibit. 

Mr.  Mitchell.  I  understood  the  Senator  to  say  that  because  the  tax  was  reduced 
eo  that  it  was  for  revenue  on  its  face  that'enabied  the  court  to  declare  that  it  was 
constitutional . 

Mr.  White.  I  say  that  would  have  enabled  the  court,  and  it  enabled  the  President 
to  not  veto  it,  because,  Mr.  President,  it  is  perfectly  self-evident  when  a  bill  which 
is  a  revenue  bill  comes  to  me  for  consideration  as  to  whether  I  will  vote  for  it  or  not, 
it  may  be  to  me — if  I  may  be  allowed  to  use  the  word,  a  philosophical  word— subject- 
ively unconstitutional,  not  unconstitutional  per  se,  and  I  mav  not  vote  for  it  as  consti- 
tutional, because  I  know  that  although  it  is  a  revenue  bill,  there  is  a  purpose  of 
destruction  and  prohibition  contained  in  it.  But  when  it  comes  to  the  court,  the 
court  can  only  look  at  it  objectively.  The  court  must  look  at  its  provisions,  and  if  on 
its  face  it  is  a  revenue  bill,  if  on  its  face  it  be  for  the  purpose  of  raising  revenue,  the 
court  will  say  that  it  can  not  consider  the  motive,  but  must  decree  its  enforcement. 
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Yet  where  on  its  very  face  it  is  not  a  revenue  bill,  then  even  objectively  to  a  court 
it  is  unconstitutional,  and  the  court,  in  my  judgment,  doing  its  great  duty,  will  stamp 
upon  it  the  brand  of  unconstitutionality.  I  think  the  distinction  is  Very  clearly 
drawn  in  the  message  of  Mr.  Cleveland,  in  which  he  announced  his  signature  to  the 
oleomargarine  bill: 

''It  has  been  urged  as  an  objection  to  this  measure  that  while  purporting  to  be 
legislation  for  revenue,  its  real  purpose  is  to  destroy,  by  use  of  the  taxing  power,  one 
industry  of  our  people  for  the  protection  and  benefit  of  another. 

"If  entitled  to  indulge  in  such  a  suspicion  as  a  basis  of  official  action  in  this 
case" — 

Now,  here  are  the  two  cases,  one  "if  entitled  to  indulge  in  such  a  suspicion,"  and 
what?— 

"and  if  entirely  satisfed  that  the  consequences  indicated  would  ensue,  I  should 
doubtless  feel  constrained  to  interpose  Executive  dissent." 

That  is  the  illustration.  That  is  the  object  lesson,  for  objectively  when  this  statute 
came  to  him  within  its  four  walls  there  was  a  revenue  created,  and  he,  in  the  exercise 
of  his  Executive  power  and  Executive  prerogative,  did  not  come  down  and  go  into 
the  hearts  of  men  and  do  that  thing  which  God  alone  can  do,  search  out  the  under- 
standings of  men  and  know  their  wicked  purposes.  He  took  the  object  as  it  came  to 
him  and  passed  upon  it  as  such,  but  he  was  careful  to  say  in  this  message  that  if  that 
bill  had  not  presented  that  aspect  to  him,  he  would  have  been  constrained  to  exercise 
the  Executive  veto. 

I  hold  in  my  hand,  which  I  will  print  as  a  part  of  my  remarks,  the  revenue  collected 
from  the  oleomargarine  tax. 

Statement  showing  total  receipts  from  all  oleomargarine  sources  for  each  fiscal  year  from 
November  1,  1886,  the  date  the  oleomargarine  law  took  effect,  to  June  80,  1891,  in- 
clusive. 


Oleomargarine. 


Oleomargarine,  do- 
mett ic  and  imported. 

Manufacturers  of  oleo- 
margarine (special 
tax) 

Retail  dealers  in  oleo- 
margarine (special 
tax'i 

Wholesale  dealers  in 
oleomargarine  (spe- 
cial tax) 


Eight 
months 

ended 

June  30, 

1887. 


Total 


Fiscal  year 

ended 

June  30, 

1888. 


S435.924.04     $653,355.10 


31,700.00 


Fiscal  year 

ended 

June  30, 


$677, 302. 40 
12, 400.  00 


Fiscal  year 

ended 

June  30, 

1S90. 


5619, 205.  72 
11,700.00 

100,068.00 


j     154,924.00  !     123,258.54  ,     130,631.51 

101,400.00  ,       70,376.24         73,914.00  i       55,318.00  I        53,192.00 


Fiscal  year 

ended 

June  30 , 

1391. 


Aggregate 
receipts. 


$871,488.44 
6,950.00 
146,293.70 


f23,948.04       864,139.88       894,247.91 


i,  291.  72  :  1,077,924.14  !  $4,346,551. 


The  aggregate  receipts  have  been  $4,346,000,  and  the  revenue  has  been  increasing 
day  by  day  and  year  by  year.  Will  anybody  say  that  that  statute  is  on  all  fours  with 
this?  Will  anybody  hold  that  a  bill  which  has  raised  more  than  four  millions  of 
revenue,  and  where  the  revenue  has  been  accumulating  year  by  year,  is  like  unto  a 
bill  which  within  its  necessary  intendment  and  on  the  very  face  of  the  statute  not 
only  is  not  intended  to  raise  revenue  but,  on  the  contrary,  can  not  under  its  terms 
raise  a  dollar  of  revenue? 

There  are  gentlemen  upon  this  floor,  my  peers  in  everything,  my  peers  in  heart, 
and  my  superiors  in  head,  who  have  said  to  me  that  they  could  not  see  the  distinction 
between  those  two  statutes 

Mr.  Mitchell.  "Will  the  Senator  allow  me? 

Mr.  White.  Certainly;  with  pleasuie. 

Mr  Mitchell.  I  understand  the  Senator  concedes  that  that  bill  was  constitu- 
tional. 

Mr.  White.  As  regards  the  President,  when  it  came  to  him. 

Mr.  Mitchell.  Just  as  well  as  when  it  was  before  the  Senate. 

Mr.  White.  I  never  conceded  that;  on  the  contrary,  I  disclaimed  it. 

Mr'.  Mitchell.  But  as  it  came  to  the  President? 

Mr.  White.  I  say  that  it  was  constitutional,  objectively,  when  it  went  to  the 
President.     It  was  unconstitutional,   subjectively,   as  it  was  passed  upon  by  the 


AMEND  SECTION   5  OF   COTTON  FUTURES  ACT.  117 

Senate.  That  is  what  I  say,  and  my  words  can  not  be  distorted.  If  the  difference 
between  object  and  subject  do  not  present  themselves  to  the  Senator's  mind,  if  the 
darkness  of  night  and  the  light  of  day  do  not  penetrate  his  mind,  I  must  ask  for  some 
greater  power  of  explanation  than  I  have. 

Mr.  Mitchell.  My  perceptions  may  be  somewhat  obtuse,  so  far  as  that  is  con- 
cerned, but  I  wish  to  understand  the  Senator,  if  it  does  take  a  long  time  to  get  at 
precisely  what  he  is  driving  at.  I  confess  I  am  a  little  confused,  although  I  am  very 
much  interested  in  his  very  able  and  interesting  argument. 

The  Senator  concedes  that  the  oleomargarine  bill  after  it  came  from  the  President 
was  a  constitutional  act;  that  act  was  constitutional  because  not  only  on  its  face  but 
the  very  purpose  of  it,  considered  from  every  and  any  standpoint,  was  to  raise  revenue, 
as  I  understand  the  Senator. 

Suppose  the  tax  provided  for  in  the  pending  bill  was  reduced  to  5  cents,  instead  of 
being  at  $2;  suppose  the  tax  were  reduced  to  a  sum  where  all  would  admit  that  revenue 
would  be  raised  to  a  point  where  under  the  law  parties  would  go  on  and  make  these 
contracts  and  pay  the  tax.  Now,  the  Senator  will  admit,  so  far  as  that  particular 
aspect  of  the  case  is  concerned,  it  would  be  a  proper  exercise  of  the  taxing  power. 
•    Mr.  White.  I  beg  the  Senator's  pardon 

Mr.  Mitchell.  One  moment.  So  far  as  that  particular  aspect  of  the  case  is  con- 
cerned, I  suppose  the  Senator  will  concede  that  that  would  be  a  proper  exercise  of 
the  taxing  power;  but  whether  the  object  to  which  it  is  applied  is  a  proper  one  is  per- 
haps a  different  question.  The  object  to  which  the  tax  was  applied  in  the  oleomar- 
garine act  was  a  representation  of  butter,  but  in  this  case  it  is  proposed  to  be  applied 
to  certain  contracts. 

Now,  I  understand  the  Senator's  first  objection  to  this  bill  is  that  it  contemplates 
invoking  the  taxing  power  when  the  real  purpose  is  not  to  raise  revenue,  but  to  crush 
out  certain  things.  I  understand  that  is  the  first  objection  of  the  Senator.  But  sup- 
pose that  was  avoided  in  the  way  I  have  suggested,  then  is  the  other  and  the  only 
objection  that  the  Senator  has  to  this  bill  that  it  interferes  with  what  he  regards  as 
valid  contracts  between  parties  in  a  State?     Is  that  it? 

Mr.  White.  Mr.  President,  I  have  endeavored  to  make  myself  reasonably  clear. 
What  I  say  is  this,  that  if  a  bill  actually  raises  revenue  and  is  presented  to  my  mind, 
in  the  exercise  of  my  duty,  under  my  oath  of  office  here,  I  have  two  questions  to  ask 
myself:  Is  this  a  bill  raising  revenue?  That  is  the  first  question.  If  I  determine  that 
question  in  the  affirmative,  the  lamp  of  my  duty  might  lead  my  mind  toward  sup- 
porting that  bill,  but  it  could  not  carry  me  to  that  point  unless  another  question  were 
also  answered,  and  that  conveys  the  entire  answer  to  the  Senator's  question.  Is  it 
an  honest  exercise  of  the  taxing  power,  or  is  it  a  dishonest  scheme  to  raise  revenue  and 
accomplish  another  purpose?  If  my  mind  in  the  exercise  of  my  duty  here  found  that 
either  of  these  things  existed,  then,  although  it  was  a  bill  raising  revenue,  I  would 
not  vote  for  a  dishonest  bill  raising  revenue. 

Mr.  Mitchell.  But  suppose  there  is  no  objection,  so  far  as  that  aspect  is  concerned, 
then  I  want  to  get  the  other  objection. 

Mr.  White.  If  I  were  the  Executive  or  a  judge  and  the  bill  came  to  me,  then, 
having  passed  out  of  this  sphere  and  into  another  sphere  where  motives  could  not 
enter,  I  should  say  the  sole  question  presented  to  me  was,  Does  it  raise  revenue  on 
its  face?     And  if  so,  I  would  hold  it  constitutional. 

Mr.  Higgins.  Will  the  Senator  yield  to  me  for  a  question? 

Mr.  White.  Certainly. 

Mr.  Higgins.  I  should  like  to  ask  the  Senator  from  Louisiana  whether  he  considers 
that  the  power  of  the  President  to  veto  a  bill  which  has  passed  the  two  Houses  of 
Congress  is  confined,  in  his  opinion,  to  its  unconstitutionality,  or  whether  he  has  not 
just  as  much  power  as  the  House  of  Representatives  or  the  Senate  to  consider  the 
motives  which  may  be  behind  the  bill? 

Mr.  White.  I  beg  the  Senator's  pardon.     I  did  not  quite  catch  his  last  sentence. 

Mr.  Higgins.  I  will  again  state  my  question.  I  ask  whether  the  Senator  considers 
that  in  vetoing  a  bill  the  President  has  no  power  to  do  it  on  any  other  ground  than  that 
it  is  unconstitutional  in  his  opinion,  or  whether  he  has  not  the  power  to  go  behind 
the  motive  as  much  as  a  Member  of  either  House  of  Congress? 

Mr.  White.  I  hope  that  when  the  mantle  of  the  Presidency  falls  upon  the  distin- 
guished Senator  from  Delaware  he  will  decide  that  question  for  himself.  1  shall  not 
enter  into  that  discussion  now. 

Mr.  Higgins.  (he  Senator  has  assumed  that  such  a  bill  as  the  oleomargarine  bill 
could  be  signed  by  the  President,  and  was  signed  by  President  Cleveland,  within  his 
power  and  competency,  on  the  ground  that  President  Cleveland  could  not  go  behind 
the  motive  of  the  bill  or  to  the  motive  of  the  bill? 
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Mr.  White.  The  Senator  from  Delaware  falls  into  an  error.  I  have  said  nothing  of 
the  kind.  I  read  the  declaration  of  the  President,  and  I  said  whether  he  was  right 
or  whether  he  was  wrong — and  only  God  himself  is  always  right— in  the  exercise  of 
his  authority  and  of  his  power,  under  his  mission  and  mandate  under  the  Constitution, 
within  those  limitations  that  he  thought  he  should  exercise  in  the  discharge  of  the 
duties  of  his  great  office  he  signed  the  bill  for  the  reasons  given  by  him,  and  I  am  not 
here  in  the  discussion  of  the  present  subterfugeous  and  cheating  system  of  taxation 
to  be  led  astray  into  a  discussion  of  the  power  of  the  President  in  the  exercise  of  his 
veto. 

Mr.  Sanders.  Mr.  President 

The  Vice  President.  Does  the  Senator  from  Louisiana  yield  to  the  Senator  from 
Montana? 

Mr.  White.  I  would  rather  not  yield  further,  if  the  Senator  will  pardon  me.  I  am 
heated,  and  I  have  got  an  extended  argument  to  make.  If  the  Senator  will  just  allow 
me  to  proceed  with  my  argument,  I  shall  be  obliged  to  him.  I  do  not  intend  to  be 
discourteous  to  him. 

The  Vice  President,  The  Senator  from  Louisiana  declines  to  yield. 

Mr.  Washburn.  Will  the  Senator  allow  me? 

Mr.  White.  I  will  yield  to  the  Senator  in  charge  of  the  bill. 

Mr.  Washburn.  In  the  article  of  Judge  Cooley  in  the  Atlantic  Monthly  for  April 
he  takes  the  ground  squarely  and  unqualifiedly  that  the  taxing  power  of  the  Govern- 
ment could  be  invoked  to  destroy  lotteries,  not  for  the  raising  of  revenue  but  for  the 
absolute  destruction  of  lotteries  in  the  country,  and  he  cliams  that  this  is  the  only 
way  that  it  can  be  permanently  accomplished.  Now,  let  me  ask  if  there  is  any  dis- 
tinction between  the  position  taken  in  regard  to  lotteries  and  the  suppression  of  a 
very  much  graver  character  of  gambling  than  selling  lottery  tickets? 

Mr.  White.  In  the  comment  I  made  upon  the  excerpts  from  Judge  Cooley.  to  which 
the  distinguished  Senator  referred,  I  confined  myself  solely  to  the  quotation  made,  and 
I  read  that  quotation.  That  quotation  refers  to  imposts,  and  therefore  I  discussed  the 
particular  question.  I  can  not  discuss  here  all  the  opinions  of  Judge  Cooley  in  a  maga- 
zine article  upon  every  conceivable  question,  but  I  may  say  to  the  distinguished 
Senator,  in  answer  to  the  question  which  he  puts  me,  that  there  has  been  no'man  in 
these  United  States  more  unalterably  opposed  to  the  extension  of  the  Louisiana  lottery 
than  I.  When  my  people  were  clamoring  for  its  suppression  and  crowding  upon  me 
petition  after  petition  to  introduce  a  bill  suppressing  the  Louisiana  lottery  by  the 
exercise  of  the  power  of  Federal  taxation,  I  said  to  them,  "Great  as  is  this  evil,  thete 
is  an  evil  yet  greater,  and  that  is  the  disruption  and  the  destruction  of  all  the  great 
principles  of  our  Government  by  calling  upon  the  Federal  Government  to  do  an  lllgal 
and  unconstitutional  thing." 

Mr.  Washburn.  The  Senator  has  not  answered  the  question  which  I  proposed, 
which  was  whether  there  is  any  distinction,  whether  if  we  have  the  power  to  suppress 
the  Louisiana  lottery  or  any  other  lottery  by  invoking  the  taxing  power,  we  have  not 
the  same  power  to  invoke  it  to  suppress  gambling  in  food  products? 

Mr.  White.  I  will  discuss  that  question  when  I  come  to  it.  I  have  already  said  that 
I  declined  to  introduce  a  bill  taxing  the  Louisiana  lottery  by  the  Federal  Government 
because  I  thought  it  violated  the  Federal  Constitution.  That  is  an  answer  to  the 
Senator's  question. 

Mr.  President,  I  have  reviewed  the  proposed  statute  from  its  constitutional  point  of 
view,  but  I  wish' to  approach  it  from  another  point  of  view;  and  in  looking  at  it  in  this 
way  I  entirely  put  by  the  constitutional  question,  I  eliminate  that  entirely  from 
what  I  have  to  say.  I  am  supposing  now  that  this  proposed  statute  is  within  the  walls 
of  the  Constitution.  What  then?  Should  we  look  only  at  constitutional  questions? 
If  the  distinguished  Senator  were  to  introduce  a  bill  to-morrow,  taking  the  property  of 
the  Senator  from  Missouri  and  giving  it  to  the  Senator  from  Georgia  and  it  were  within 
the  Constitution  to  do  so,  would  I  vote  for  it  because  it  was  constitutional? 

There  are  great  principles  which  underlie  constitutions  and  which  should  control  all 
legislation.  There  are  great  elementary  conceptions  of  government,  of  English- 
speaking  government,  born  coeval  with  our  race,  and  which  have  made  our  race  the 
dominating  race  of  the  world.  We  should  follow  them.  Every  elementary  principle 
known  to  English-speaking  legislation  violated  in  this  bill  in  every  line  and  every 
page  of  it. 

Let  me  see  if  that  is  true.  What  does  the  bill  say?  The  bill  defines  options.  The 
bill  defines  futures.  Is  the  definition  general  in  both  cases?  It  is.  Now,  if  the  pro- 
posed statute  stopped  there  and  contained  its  penalties,  then  every  human  being  and 
every  contract  for  options  and  futures  wherever  our  administration  extended  would 
be  brought  within  the  provisions  of  a  general  statute.  Does  this  bill  do  that?  No;  it  is 
discriminating  from  one  end  to  the  other;  it  is  flagrantly  and  openly  discriminating. 
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After  defining  options  and  futures,  then  the  bill  goes  on  to  say,  not  that  all  contracts 
of  that  kind  within  this  broad  land  shall  come  within  the  reach  of  this  general  statute; 
no,  but  it  picks  out  particular  things  and  particular  subjects  matter  to  make  them  alone 
the  subjects  of  the  general  law,  which,  if  it  has  any  foundation  in  public  necessity  or 
public  right,  should  operate  over  a  sway  as  broad  as  our  jurisdiction. 

Now,  to  what  is  the  bill  applied?  Let  me  read.  I  have  it  here,  and  I  will  stop  a 
moment  and  read  it.  Just  think  of  it.  Here  are  these  contracts,  and  here  are  these 
general  definitions.     What  does  it,  the  bill,  say? 

' '  That  the  articles  to  which  the  foregoing  sections  relate  are  raw  or  unmanufactured 
cotton,  hops,  wheat,  corn,  oats,  rye,  barley,  pork,  lard,  and  bacon." 

And  there  it  stops.  Of  all  the  vast  objects  of  contract  in  this  land  it  makes  a  general 
definition,  and  then  singles  these  out  alone  to  cover  them  by  the  provisions  of  the 
statute.  Is  there  a  Senator  who  does  not  admit  that  from  the  day  of  Magna  Charta 
down  the  first  and  the  elementary  principle  laid  down  by  the  Enclish-spea"5  ing  people 
is  that  general  laws  should  operate  generally  and  that  no  discrimination  should  be 
exercised?  The  distinguished  Senator  from  Mississippi  [Mr.  George]  helped  to  frame 
a  constitution  in  his  >Qtate  recently.  T  venture  to  say  that  in  the  exercise  of  the  power 
vested  in  the  Legislature  of  the  State  of  Mississippi  this  discriminating  clause  would  be 
stricken  with  constitutional  paralysis  because  it  was  not  a  general  law. 

There  is  not  a  modern  State  constitution  in  this  LMon  which  has  not  put  its  anathe- 
ma on  discrimination.  How,  then,  is  this  bill  justified?  I  do  not  know.  By  what  rule 
has  it  been  written?  What  has  been  the  prescience  which  has  looked  over  all  this 
land  and  picked  out  these  particular  objects  to  make  them  alone  the  subject  matter  of 
this  diserin  inating  law? 

Mr.  President,  be  the  clamor  what  it  mav,  I  know  my  people  well,  and  I  should  not 
be  afraid  to  go  with  my  vote  before  them  with  this  third  section  in  my  hand  and  invoke 
their  ordinary  sense  of  common  American  fair  plav  and  feel  absolutely  confident  of 
their  denunciation  of  this  attempt  to  discriminate  in  favor  of  one  product  as  against 
another  product. 

How  is  this  justified?  I  have  heard  some  talk  about  agricultural  products.  My 
mail  has  been  burdened  every  day  for  a  month  almost  with  some  circular  gotten  up  by 
some  committee  somewhere.  The  Senator  says  that  this  bill  is  in  the  interest  of  the 
farmers,  that  the  farmers  are  scattered,  that  they  are  not  organized  and  can  not  protect 
their  rights,  and  therefore  they  must  be  looked  after.  My  mail  has  been  burdened 
with  private  letters,  telegrams,  circulars,  newspapers,  pamphlets  in  favor  of  the  bill 
which  has  engendered  in  my  mind  a  deep-seated  alarm  that  there  is  a  mighty  conspir- 
acy against  the  consumers  of  the  country  and  in  favor  of  certain  favored  persons,  and  I 
think  I  can  demonstrate  such  to  be  the  fact  before  I  take  my  seat. 

Now,  take  food  products.  Does  this  bill  embrace  food  products?  Is  cotton  a  food 
product?  How  does  cotton  get  into  a  food-product  bill?  Where  are  butter  and  cheese 
and  cattle  and  all  the  thousand  other  food  products  which  are  left  out  of  this  bill, 
which  is  called  a  food-product  bill?  You  have  in  the  bill  things  which  are  not  food 
products,  and  you  have  not  food  products  in,  and  yet  it  is  said  a  great  clamor  comes  up 
for  this  bill  from  the  American  people,  because  it  is  a  bill  to  protect  food  products. 
If  we  are  going  to  protect  food  products  let  us  protect  them;  do  not  let  us  discriminate. 

Mr.  Washburn.  Cotton  is  an  agricultural  product. 

Mr.  White.  I  am  coming  to  agriculture.  The  trouble  is  that  this  bill  is  so  incon- 
gruous that  I  defy  any  Senator  to  take  a  single  heading  and  classify  under  it  the  aibi- 
trary  selection  of  subjects  which  are  brought  within  its  provisions.*  I  shall  not  forget 
agriculture.  Here  are  agricultural  products.  Is  butter  in  the  bill?  Is  cheese  in  the 
bill?  Is  hemp  in  the  bill?  Are  cattle  in  the  bill?  Are  horses  in  the  bill?  Are  mules 
in  the  bill?  Are  sheep  in  the  bill?  Is  wool  in  the  bill?  Only,  Mr.  President,  in  so 
far  as  the  bill  pulls  the  wool  over  our  eyes  on  the  agricultural  question. 

Mr.  Washburn.  If  the  Senator  will  allow  me,  they  are  not  in  the  bill  for  the  reason 
that  they  are  not  bet  on  in  the  gambling  resorts  of  this  country.  That  is  the  reason 
they  are  not  iu  the  bill. 

Mr.  White.  I  am  coming  to  that.  That  is  a  confession  of  the  discrimination  of  the 
favoritism  by  which  the  items  have  been  arbitrarily  selected.  If  the  gambling  spirit 
is  what  the  Senator  thinks,  then  this  bill  is  going  to  close  the  exchanges  to  these  prod- 
ucts and  open  the  bucket  shops  and  gambling  saloons  all  over  the  country  to  the  prod- 
ucts which  he  discriminates  against.  Then  we  must  write  in  the  title  of  this  bill 
'An  act  passed  by  the  Congress  of  the  United  States  to  stimulate  gambling  in  the 
agricultural  products,  and  to  encourage  the  opening  of  bucket  shops  by  forbidding 
gambling  in  a  few  products  and  licensing  as  to  all  the  others.' 

But,  Mr.  President,  what  a  proposition — that  these  things  are  picked  out  for  anathema 
and  denunciation  because  they  are  dealt  in  on  boards  of  trade.  God  of  mercy,  in  this 
age  of  the  world  are  we  to  shut  our  eyes  to  every  teaching  of  the  English-speaking  race*.1 
Are  we  to  confess  that  we  are  more  ignorant  than  were  our  forefathers  200  years  ago? 
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Why,  sir,  what  is  the  history  of  English  commerce?  What  ha3  enabled  it  to  carry  on 
its  wings  the  light  of  civilization  and  religioD  and  truth  all  over  this  world?  What  has 
done  it,  sir,  but  the  organized  energies  of  the  great  commercial  bodies  of  the  world, 
speaking  through  their  chambers  of  commerce  and  their  boards  of  trade?  The  very 
structure  of  our  Government,  almost  the  very  fiber  of  this  Government,  was  evolved 
in  that  country  which  preserved  its  liberties  by  the  efforts  of  its  great  bodies  of  mer- 
chants assembled  together  for  the  purpose  of  trading.  The  very  essense  of  trade  is 
liberty  itself;  intercourse  engenders  the  immortal  spirit  of  liberty  from  the  very  fact 
that  men  gather  together  in  the  interest  of  commerce,  which  needs  the  wings  of  liberty 
and  of  peace  to  spread  itself  in  enlightening  and  improving  the  world. 

Let  us  see  what  the  argument  of  the  Senator  would  lead  us  to.  What  are  these 
boards  of  trade?  They  are  merely  the  aggregation  of  merchants  who  meet  in  a  room 
to  collect  the  information  necessary  to  enable  every  man  to  trade  on  an  equal  footing. 
The  telegraph,  the  reports  of  all  kinds,  the  bulletin  board,  everything  open:  so,  if  I 
may  be  pardoned  in  the  use  of  such  a  slang  expression,  there  is  a  fair  and  square  deal, 
and  the  man  who  buys  and  the  man  who  sells,  all  possessing  the  information  which  is 
garnered  all  over  the  whole  world,  deal  on  an  equal  footing. 

Mr.  President,  boards  of  trade  are  true  evolutions  of  that  doctrine  of  equality  which 
has  dominated  the  world,  the  equality  and  liberty  of  man.  The  poor  man  with  small 
capital  who  goes  into  the  great  chambers  of  commerce,  and  the  boards  of  trade  with 
all  the  information  exposed  to  his  view,  needs  to  protect  himself  from  being  gouged 
and  destroyed  only  the  light  of  the  reason  which  God  has  given  him.  It  is  putting 
him  on  an  equality  with  the  rich.  The  purpose  of  this  bill,  then,  is  to  strike  down  all 
the  trading  which  can  be  done  at  an  equal  advantage,  and  to  stimulate  the  trading 
where  the  small  man  will  be  at  the  mercy  of  the  big  man.  Its  purpose,  then,  is  to 
allow  trading  where  all  the  protections  which  modern  society  and  modern  commerce 
have  evolved  will  be  destroyed. 

[At  this  point  the  honorable  Senator  yielded  the  floor.] 

Friday,  July  22,  1892. 

Mr.  White.  Mr.  President,  when  I  surrendered  the  floor  yesterday  I  was  discussing 
what  I  conceive  to  be  the  confusion  and  the  discrimination  in  the  terms  of  the  bill 
as  to  the  provisions  creating  or  defining  the  acts  which  the  bill  prohibits,  or  virtually 
prohibits,  so  as  to  show  that  the  objects  embraced  in  those  definitions  were  defined 
by  no  rule,  followed  no  coherent  or  consistent  line  of  thought,  conflicted  one  with  the 
other,  and  were  utterly  and  entirely  irreconcilable.  If  we  view  the  bill  as  classifying 
the  products  as  agricultural  products,  then  a  vast  number  of  agricultural  products 
were  omitted.  If  we  view  the  bill  as  a  classification  of  food  products,  it  omits  many 
things  which  are  food  products. 

In  answer  to  that  argument  the  Senator  from  Minnesota  [Mr.  Washburn]  yesterday- 
said  that  the  line  of  thought  along  which  the  bill  proceeded  was  to  reach  the  things 
which  were  traded  in  on  boards  of  trade.  The  argument  which  was  had  yesterday  I 
think  led  up  directly  to  the  conclusion  that  if  that  were  the  line  of  thought  which 
dominated  the  bill,  then  the  necessary  effect  of  the  bill  was  to  increase  instead  of 
decreasing  gambling  and  speculation,  because  as  this  system  of  gambling  and  specu- 
lation has  its  origin  in  the  inevitable  tendency  of  the  human  character  to  take  risks, 
particularly  under  the  conditions  of  modern  life,  the  exclusion  of  a  few  articles  which 
were  gambled  in  to-day,  leaving  the  vast  sum  of  human  products  out  of  the  inhibitions 
of  the  bill,  would  simply  deflect  the  channel  of  gambling  from  the  bed  into  which  it 
now  flows  into  a  wider  and  deeper  and  stronger  and  a  more  pernicious  stream  of 
gambling. 

I  called  attention,  however,  I  think,  yesterday  to  the  fact  that  there  was  in  my 
judgment  a  philosophically  fundamental  mistake  in  attempting  to  forbid  speculative 
tendencies  on  boards  of  trade  where  that  tendency  could  be  executed  with  reasonable 
honesty  and  with  reasonable  precautions,  and  encourage  and  foster  speculation  where 
those  restraints  and  restrictions  and  precautions  did  not  exist. 

Last  night  my  attention  was  called  to  a  discussion  of  this  question  in  a  work  on 
political  economy,  which  seems  to  be  so  opposite,  so  entirely  to  embrace  the  subject 
matter  of  this  discussion,  that  I  will  send  to  the  desk  and  have  read  the  paragraph 
to  which  I  wish  to  call  attention.  Mr.  Clerk,  please  begin  at  the  top  of  page  100  and 
read  to  the  mark  at" the  end  of  page  101. 

Mr.  Stewart.  What  is  the  work? 

Mr.  White.  Denslow  on  the  Principles  of  Economic  Philosophy. 

Mr.  Stewart.  That  is  first  rate.  He  is  the  ablest  man  who  has  written  on  that- 
subject. 

The  Chief  Clerk  read  as  follows: 

"It  is  a  singular  fact  that  markets  have  been  the  subject  of  popular  prejudice  and 
moral  objection,  almost  in  proportion  to  the  perfection  with  which  they  economize 
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time,  transportation,  and  effort,  and  equalize  prices.  The  proper  meaning  of  a  market 
is  not  merely  the  place  set  apart  in  which  buyers  and  sellers  may  meet  with  their 
goods,  but  all  that  territory,  with  its  groups  of  buyers  and  sellers,  consumers  and  pro- 
ducers, of  which  the  residents  are  so  brought  into  union  and  contact  with  each  other 
by  the  mutual  intelligence  which  arises  through  reciprocal  commerce,  that  one  pricf 
is"  arrived  at  by  all  with  facility  and  promptitude. 

"  A  market  rises  into  its  highest  efficiency  and  value  when  it  concentrates  into  one 
focus  so  large  a  portion  of  the  buyers  and  sellers  of  a  certain  commodity  as  to  become 
in  conjunction  with  one  or  two  other  markets  of  the  same  kind,  an  authoritative 
standard  of  prices  of  the  articles  in  which  it  deals,  for  all  buyers  and  sellers  through 
the  world.  By  aid  of  the  quick  intelligence  which  the  telegraph  supplies  and  of  the 
swift  transportation  which  steam  affords  the  whole  world  is  thus  converted  into  one 
market  having  one  price,  subject  only  to  eost  of  transportation  of  the  product  between 
the  point  for  which  the  price  is  quoted  and  all  other  points.  Such  markets  are  the 
Bourse  of  Paris  for  stocks  and  securities,  the  London  Stock  Exchange  as  well  as  the 
London  Produce  Exchange,  the  Liverpool  and  New  York  Cotton  Exchanges,  the  New 
York  Stock  Exchange,  Produce  Exchange,  and  Real  Estate  Exchange,  and  formerly 
the  Gold  Room  and  the  boards  of  trade  (grain  and  provision  exchange)  of  Chicago,  in 
conjunction  with  those  of  the  other  western  cities  and  that  of  Liverpool. 

"Concerning  these  exchanges,  Prof.  Jevons  says:  'The  theoretical  conception  of  a 
perfect  market  is  more  or  less  completely  carried  out  in  practice.  It  is  the  work  of 
brokers  in  any  extensive  market  to  organize  exchanges  so  that  every  purchase  shall  be 
made  with  the  most  thorough  acquaintance  with  the  conditions  of  the  trade.  Each 
broker  strives  to  gain  the  best  knowledge  of  the  conditions  of  the  supply  and  demand 
and  the  earliest  intimation  of  any  change.  He  is  in  communication  with  as  many 
other  traders  as  possible  in  order  to  have  the  widest  range  of  information  and  the 
greatest  chance  of  making  suitable  exchanges.  It  is  only  thus  that  a  definite  market 
price  can  be  ascertained  at  every  moment,  and  varied  according  to  the  frequent  news 
capable  of  affecting  buyers  and  sellers.     By  the  mediation  of  a  body  of  brokers  a  com- 

Elete  consensus  is  established  and  the  stock  of  every  seller  or  the  demand  of  every 
uyer  brought  into  the  market.  It  is  of  the  very  essence  of  trade  to  have  wide  anil 
constant  information.  A  market,  then,  is  theoretically  perfect  only  when  all  traders 
have  perfect  knowledge  of  the  conditions  of  supply  and  demand  and  the  consequent 
ratio  of  exchange,  and  in  such  a  market  as  we  shall  now  see  there  can  only  be  one 
ratio  of  exchange  of  one  uniform  commodity  at  any  moment." 

Mr.  White.  Mr.  President,  the  object  of  the  bill,  the  very  classification  defined  in 
the  bill,  is  to  exclude  the  products  which  are  dealt  in  on  this  kind  of  a  market  and  leave 
outside  of  the  operations  of  the  bill  the  products  which  are  dealt  in  in  another  or 
unrecognized  market.  I  send  up  to  the  desk  and  ask  to  have  read  the  description  of 
the  other  market  to  which  the  things  not  brought  into  the  bill  are  relegated.  I  have 
marked  the  passage  on  page  109  of  the  same  work. 

The  Chief  Clerk  read  as  follows: 

"In  the  sale  of  carriages,  pianos,  jewelry,  clothing,  and  other  things  which  do  not 
admit  of  such  an  authoritative  contest  over  the  price,  there  is  great  inequality  in  the 
prices  at  which  two  persons  in  the  same  city  on  the  same  day  may  buy  two  things  of 
the  same  kind  and  of  equal  value.  Hence  there  is  great  cheating  in  such  trading. 
One  may  pay  $200  for  a  watch  which  another  buys  for  $100.  There  is  no  standard. 
In  all  these  grades  of  goods  long  credits  must  be  given,  as  the  dealers  must  hold  the 
goods  until  they  reach  consumers. 

"But  in  articles  dealt  in  by  produce  exchanges  the  price  is  advanced  to  the  pro- 
ducer, and  his  crop  can  always  be  sold  if  he  desires  even  before  it  is  harvested.  Hence 
the  authoritative  manufacture  of  prices  confers  somewhat  the  same  benefit  on  a  com- 
munity as  is  conferred  by  an  authoritative  system  of  law.  religion,  manners,  and  ethics 
It  enables  every  man  to  know  each  moment  how  he  stands  relatively  to  the  results 
of  his  past  exertions,  what  they  have  cost,  and  how  much  he  can  get  for  them." 

Mr.  White.  Such,  Mr.  President,  is  the  description  of  the  market  destroyed  by  the 
provisions  of  this  bill.  The  agricultural  products  which  have  the  safe  and  the  sound 
and  the  enlightened  and  the  progressive  market  as  defined  in  this  book,  and.  as  result- 
ing from  the  nature  of  things,  have  the  hands  of  palsy  put  upon  them  by  this  proposed 
statute,  and  dealers  are  relegated  to  the  character  of  market  as  defined  so  clearly  by 
this  author,  where  cheating  and  lying  necessarily  from  the  nature  of  things  obtain. 

I  think  that  is  a  complete  exposure  therefore  of  the  discrimination  which  is  found 
in  the  bill  as  to  the  nature  of  the  products  embraced  within  it.  But  there  is  an  answer 
yet  more  conclusive  as  to  this  discrimination.  If  the  purpose  and  object  of  the  bill 
is  to  strike  with  palsy  transactions  on  boards  of  exchange,  on  boards  of  trade,  why  is. 
it  that  the  terms  of  the  bill  leave  out  all  that  vast  body  of  property  running  up  into 
the  hundreds  or  thousands  of  millions,  the  bonds  and  stocks  and  values  of  every  kind 
in  this  country,  which  form  the  great  sum  of  the  speculation  of  the  country?     If  the 
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vice  of  gambling  and  the  tendency  of  gambling  is  what  is  reached  by  the  bill  on 
boards  of  trade  or  exchange,  why  is  it  that  the  bill  leaves  the  New  York  Stock  Ex- 
change and  all  the  other  great  stock  exchanges  in  this  country  open,  where  values 
exceeding  in  value  the  things  included  in  this  bill  are  dealt  in," by  the  very  methods 
and  by  the  very  procedures  which  the  bill  condemns?  By  what  rule  will  we  here, 
legislating  for  a  whole  country,  say  that  we  will  make  our  legislation  partial;  that  we 
will  select  one  class  and  leave  out  other  and  greater  classes  by  applying  the  rule 
which  the  distinguished  Senator  has  announced? 

Mr.  Pre-ident,  this  discrimination  as  to  the  things  which  are  made  the  subject 
matter  of  the  legislation  in  the  bill  is,  in  my  judgment,  far  the  least  discrimination 
which  the  bill  contains.  The  discrimination  which  hitherto  I  have  demonstrated  is 
as  to  the  object  to  which  it  is  applied.  There  is  a  broader,  deeper  discrimination  in 
the  bill  as  to  classes  in  this  country.  I  find  in  the  testimony  a  statement  by  the  presi- 
dent of  the  Milwaukee  Chamber  of  Commerce  as  to  the  class  distinction  which  is  car- 
ried in  this  bill,  which  strikes  me  with  so  much  force  that  I  send  it  to  the  desk  to  be 
read. 

Mr.  George.  What  is  the  name  of  the  witness? 

The  Chief  Clerk  read  as  follows: 

Mr.  Bacon,  of  the  Milwaukee  Chamber  of  Commerce: 

"Now,  I  wish  to  call  attention  to  the  fact  that  this  legislation,  if  it  is  to  have  the 
effect  which  it  is- expected  to  have,  and  which  is  undoubtedly  the  object  of  the  pro- 
moters of  this  measure,  is  legislation  in  favor  of  a  class — in  favor  of  the  producing 
class;  and  if  it  produces  the  effect  desired,  it  is  legislation  against  the  interest  of  the 
consuming  class.  It  stands  to  reason  that  whatever  enhancement  of  value  may  inure 
to  the  farmer  falls  necessarily  upon  the  consumer. 

"The  census  of  1880  ( the  figures  for  1890  are  not  yet  prepared)  shows  that  the  number 
of  persons  engaged  in  all  gainful  occupations  of  the  country  were  17,392.000,  in  round 
numbers;  of  those  engaged  in  agriculture  there  were  7,670,000,  constituting  44  per 
cent  of  the  whole.  Those  engaged,  as  it  is  termed,  in  gainful  occupations  comprising 
the  mercantile  and  manufacturing  and  mining  interests  of  the  country;  those  engaged 
in  agriculture  comprising  all  who  are  engaged  in  any  branch  of  agriculture,  not  only 
in  the  raising  of  grain  and  live  stock,  but  florists,  tree  men,  and  every  branch  of 
agricultural  service:  showing  that  44  per  cent  of  the  population  is  directly  interested 
in  the  production  of  agricultural  products  of  all  kinds.  For  the  benefit  of  that  44 
per  cent  the  other  56  per  cent  of  the  population,  if  the  objects  of  the  bill  be  accom- 
plished, will  be  taxed:  or,  to  speak  more  properly,  they  are  to  be  deprived  of  the 
benefit  resulting  from  the  operations  of  the  natural  and  established  laws  of  trade  in 
their  favor  in  order  that  44  per  cent  of  the  population  may  receive  a  benefit.  Now, 
the  injustice  of  that  is  apparent  on  its  face. 

"But  I  wish  to  go  a  little  further  on  that  point.  Of  those  engaged  in  agricultural 
pursuits,  the  number  so  engaged  in  the  10  cotton  States  is  2,837,000,  which,  deducted 
from  the  whole  number  engaged  in  agriculture,  leaves  4,833,000  presumably  engaged 
in  the  production  of  cereal  and  meat  products,  which  represents  a  percentage  of  28  of 
the  aggregate.  Instead  of  those  who  are  raising  cereal  products,  who  are  supposed  to 
be  benefited  by  this  bill,  being  44  per  cent  of  the  whole,  it  would  be  only  28  per  cent 
of  the  whole.  Those  who  are  engaged  in  raising  cotton  are,  of  course,  consumers  of 
cereal  products  and  of  meats  which  are  raised  in  the  North,  and  they  become  sufferers 
in  consequence  of  the  enhanced  values  that  are  expected  to  result  from  the  operation 
of  this  bill.  I  believe  these  expectations  to  be  false,  and  that  they  will  not  be  realized. 
But  it  is  the  purpose  of  the  promoters  of  the  bill  to  produce  this  result  for  the  benefit  of 
those  engaged  in  raising  cereal  and  meat  products  of  the  country,  and  if  it  does  produce 
that  effect  it  benefits  28  per  cent  of  the  people  at  the  expense  of  72  per  cent  of  the 
people.  Now,  I  submit  whether  this  is  fair  legislation,  to  say  nothing  of  the  wisdom 
of  it." 

Mr.  White.  Now  I  send  up  to  be  read  the  opinion  of  Mr.  Pillsbury  as  to  the  effect 
of  this  legislation  if  the  purpose  of  its  authors  is  successful.  I  desire  to  say  before  the 
Chief  Clerk  reads  the  excerpt  that  in  the  course  of  my  remarks  to-day  I  shall  have 
occasion  to  refer  to  Mr.  Pillsbury  as  an  authority  on  the  subject  matter  under  discussion. 
At  the  very  outset  I  wish  to  distinctly  announce  the  fact  that  in  referring  to  Mr. 
Pillsbury  I  intend  by  no  way,  directly  or  indirectly,  in  the  remotest  possible  manner 
to  refer  to  the  distinguished  Senator  from  Minnesota  because  of  the  fact  that  he  has  a 
business  connection  with  Mr.  Pillsbury. 

There  is  no  Senator  on  this  floor  for  whom  I  have  a  higher  respect  and  a  more  pro- 
found admiration  than  the  Senator  from  Minnesota;  and  if  I  make  these  references  in 
the  discharge  of  my  duty  I  wish  to  enter  at  once  a  disclaimer  of  any  possible  imputation 
that  in  any  way  in  the  world  I  wish  to  indicate  that  I  think  the  distinguished  Senator 
is  impelled  in  his  course  on  this  bill  by  anything  but  the  highest  sense  of  public  duty 
to  his  countrv. 
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The  Chief  Clerk  read  as  follows: 

"Senator  Platt.  Then  comes  the  other  question  which  I  was  going  to  ask:  Suppose 
this  bill  can  be  passed ;  do  you  think  it  would  have  any  effect  on  the  average  price  of 
wheat  for  the  year? 

"Mr.  Pillsbury.  I  think  decidedly  it  would. 

"Senator  Platt.  Would  make  it  higher? 

"Mr.  Pillsbury.  Yes,  sir. 

"Senator  Platt.  And  then  the  people  who  eat  the  wheat  would  have  to  give  more 
for  it? 

"Mr.  Pillsbury.  They  would. 

"Senator  Platt.  Do  you  think  that  is  a  good  thing? 

"Mr.  Pillsbury.  Yes,  sir. 

' '  Senator  Platt.  To  make  every  man-  who  eats  your  flour  pay  more  for  it  in  conse- 
quence of  legislation? 

"Mr.  Pillsbury.  Yes,  sir:  so  long  as  this  country  is  an  exporter  of  wheat  and  raises 
one-third  more  wheat  than  it  consumes.  If  we  can  keep  the  price  of  breadstuffs  on  a 
higher  level,  as  it  is  well  known  that  the  little  farmers  have  not  had  living  prices  for 
their  wheat,  I  think  it  would  be  a  good  thing  for  the  country,  taken  as  a  whole,  and 
I  think  that  Connecticut  would  be  more  prosperous  if  the  people  of  that  State  had  to 
pay  a  dollar  or  two  more  for  their  flour;  I  think  that  the  general  buying  capacity  of  the 
Northwest  and  wheat-growing  States  would  be  that  much  increased.  That  is  my 
doctrine  of  political  economy." 

Mr.  White.  Now,  Mr.  President,  let  us  admit  that  the  theory  of  the  proponents  of 
the  bill  is  true,  these  consequences  will  follow.  Are  they  just?  Is  there  a  Senator 
who  admits  that  we  should  legislate  in  favor  of  one  class  and  against  the  other? 

Mr.  Washburn.  Will  the  Senator  allow  me  just  a  moment? 

Mr.  White.  Certainly. 

Mr.  Washburn.  Does  not  the  Senator  think  it  is  fair  both  to  the  producer  and  to 
the  consumer  to  allow  the  law  of  trade  and  supply?  My  idea  is  that  there  should  be 
no  artificial  change  whereby  prices  are  made  either  one  way  or  the  other  from  the 
legitimate  law  of  supply  and  demand. 

Mr.  White.  I,  of  course,  anticipated  and  was  approaching  the  objection  which  the 
Senator  makes.  But  it  seems  to  me  there  is  a  confusion  of  thought  in  the  Senator's 
mind;  I  say  it  with  great  respect.  Is  not  the  right  to  make  a  contract  for  future  de- 
livery as  much  a  right  as  the  right  to  make  any  other  contract?  Has  not  the  Supreme 
Court  of  the  United  States  recognized  that  a  future  contract  was  a  valid  contract? 
Is  not  the  sum  of  human  liberty  the  right  of  a  citizen  to  deal  as  he  pleases  and  with 
such  freedom  as  belongs  to  everyone? 

Of  course,  just  legislation  ought  to  balance  every  man's  right  equally  and  leave 
every  man  his  freedom.  But  when  it  is  proposed  to  restrain  a  man  of  his  natural 
liberty  to  make  a  contract,  which  right  inheres  in  him,  with  the  object  and  purpose 
of  bettering  one  class  to  the  detriment  of  the  other,  I  submit  it  is  vicious  and  wrong 
in  legislation. 

The  only  answer  I  find  in  the  testimony  is  that  there  is  such  a  solidarity  between 
all  classes  of  a  community  that  if  you  benefit  one  the  reflex  resultant  of  this  benefiting 
of  one  will  so  help  the  one  who  is  injured  as  to  cure  the  wound  which  you  will  have 
inflicted  by  the  statute.  That  is  the  argument.  I  shall  not  attempt  to  answer  it  now. 
Suffice  to  say  that  this  is  the  argument  put  all  through  this  testimony  by  those  who 
urge  this  bill.  I  shall  have  occasion,  I  think,  in  a  few  moments  to  show  that  while 
they  put  this  argument  for  the  purpose  of  defending  this  part  of  the  bill,  when  they 
reach  another  part  of  the  bill  which  is  subject  to  attack,  they  deny  the  solidarity 
which  they  affirm  here  for  the  purpose  of  defending  this  provision. 

Now,  let  us  see  if  there  is  not  another  discrimination  in  the  bill,  a  discrimination 
as  to  persons.  The  second  section  of  the  bill,  after  defining  futures  and  options,  says 
what?  It  excepts  certain  persons  from  every  provision  of  the  bill,  and  who  are  those 
persons?  The  Government  of  the  United  States  and  every  town  and  municipality. 
Now,  what  is  the  theory  of  this  bill?  The  theory  of  the  bill  is  that  these  dealings  are 
wrong,  that  they  ought  to  be  forbidden.  It  looks  to  me  as  very  bad  public  policy 
to  denounce  a  thing  by  a  prohibitory  tax  and  then  immediately  declare  that  the 
Government  may  do  it.  That  looks  to  me  indefensible.  What  answer  does  the  dis- 
tinguished Senator  make  to  this  objection?     He  says,  and  I  quote  from  his  speech: 

"The  United  States  or  any  State,  Territory,  county,  or  municipality  do  nor  come 
within  the  provisions  of  this  section,  for  the  United  States,  or  any  State.  Territory, 
or  municipality  do  not  make  their  purchases  of  supplies  of  boards  of  trade,  but  rhey 
are  usually  made  by  receiving  bids  or  proposals  from  parties  who  have  the  articles 
desired  to  be  purchased." 
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The  Government  is  excepted  from  the  operation  of  the  bill  because  the  Government 
deals  with  people  who  ha\e  the  objects  which  they  propose  to  offer.  Is  not  that 
entirely  inaccurate?  Does  not  everybody  know  that  nearly  all  the  supplies  which 
are  furnished  this  Government  are  tendered  to  the  Government  by  people  who  have 
not  got  them  and  who  have  to  acquire  them?  The  very  coal  which  is  to  heat  this 
building  at  the  next  session  of  Congress  has  been  contracted  for,  I  am  told,  by  one  who 
is  a  coal  dealer,  and  he  has  a  contract  for  future  delivery  with  a  miner  who  is  to 
mine  it. 

Therefore  this  exception  is  all  wrong.  It  is  a  plain  discrimination.  The  reason 
given  for  it  is  wrong.  The  reason  given  for  it  strikes  me  as  a  very  confused  reason. 
If  the  terms  of  the  bill  do  not  reach  the  Government,  then  why  is  trie  Government 
excepted?  The  very  making  of  the  exception  in  the  bill  under  every  elementary 
rule  of  construction  is  a  negative  pregnant  with  the  affirmative  that  if  the  exception 
were  not  made  the  Government  would  be  included;  and  yet  the  Government  is  ex- 
cepted on  the  ground  that  the  bill  does  not  cover  the  Government,  when  if  that  be 
accurate  there  was  no  necessity  for  the  governmental  exception  whatever. 

Let  me  show  by  a  curious  coincidence  how  remarkable  this  exception  is.  One 
of  the  subject  matters  included  in  the  bill,  and,  as  I  hope  to  demonstrate  later,  will 
be  ruined  by  it,  is  cotton.  Where  did  dealing  in  futures  in  cotton  arise?  Such  trades 
in  cotton  futures  arose  in  dealing  with  the  Government.  This  is  shown  by  an  examina- 
tion of  a  work  which  is  the  most  authoritative  work  on  cotton,  Mr.  Donnell's  work, 
the  accepted  authority  with  everybody  in  the  cotton  trade.  Mr.  Donnell  was  a 
broker  of  great  merit  and  high  character,  who,  having  accumulated  a  competency,  has 
retired  from  business  and  devoted  himself  to  the  literature  of  this  subject.  In  dis- 
cussing the  question  of  the  origin  of  the  future  delivery  of  cotton  he  says: 

"Contracts  for  future  delivery. — This  business  commenced  during  our  Civil  War." 

Speaking  of  cotton: 

"Some  of  our  manufacturers  entered  into  large  contracts  with  the  Government, 
and  covered  themsek  es  by  purchasing  the  raw  material  for  delivery  at  some  future 
time.  The  price,  within  certain  wide  limits,  was  then  of  much  less  importance  than 
the  certainty  of  getting  the  cotton  when  needed." — (E.  J.  Donnell's  History  of  Cotton, 
p.  614.) 

Now,  the  Government  is  excepted  from  the  operation  of  this  bill  on  the  ground  that 
the  bill  does  not  apply  to  the  Government;  therefore  showing  that  the  exception 
ought  not  to  be  here.  It  is  excepted  on  the  further  ground  that  people  who  sell  to 
the  Government  have  the  property,  when  such  is  not  the  fact.  Here  the  development 
comes  that  the  very  origin  of  dealing  in  futures  in  cotton  came  from  contracts  with 
the  Government  made  during  the  Civil  War.  It  seems  to  me  this  answer  is 
complete 

Mr.  Washburn.  Was  it  made  on  a  board  of  exchange? 

Mr.  White.  I  have  already  answered  the  Senator's  argument  about  the  board  of 
exchange.  I  have  already  demonstrated,  I  think,  that  trade  can  be  a  great  deal 
more  safely  made  on  a  board  of  exchange,  where  all  the  dealers,  all  the  sellers,  and 
all  the  buyers  are  congregated,  where  there  is  an  ascertained  and  established  price, 
than  it  can  be  made  where  such  a  thing  does  not  exist. 

Let  us  take  the  distinction  as  to  persons.  The  farmer  has  been  left  out  from  the 
prohibition  of  the  bill.  I  think  hereafter,  when  I  come  to  another  part  of  the  bill,  I 
can  show  that  this  is  an  illusory  jack-o'-lantern  exception  left  in  this  bill  to  lure  the 
farmer  on  to  his  destruction.  But  suppose  I  should  not  demonstrate  that.  By  what 
theorv  are  we  to  say  here  is  a  class  of  contracts  which  we  strike  with  moral  and  legal 
inhibition,  and  then  immediately  take  out  of  the  reach  of  the  inhibition  a  certain 
favored  class  of  persons? 

Mr.  President,  the  germ  of  more  harm  to  the  fanning  class  lies  within  that  exception 
than  words  can  tell.  They,  above  all  other  people  in  the  race  for  honest  government, 
require  no  discrimination.  They,  above  all  other  people,  must  guard  themselves 
against  the  arbitrary  exercise  of  governmental  power  for  the  purpose  of  favoring 
classes.  In  this  proposed  statute  the  illusory  concession  which  is  made  to  them  is  sure 
to  become  the  fruitful  source  of  untold  injuries  to  come  hereafter. 

But  it  may  be  said  the  farmer  makes  the  crop;  the  farmer  intends  to  get  a  crop. 
This  bill  only  allows  him  to  sell  the  crop  which  he  has  in  process  of  fruition  or  which 
he  intends  to  make,  and  it  uses  that  expression.  Does  that  differentiate  the  proposi- 
tion? Is  the  farmer's  intention  to  make  his  crop  any  more  serious  than  may  be  the 
intention  of  the  man  who  contracts  to  deliver  a  thousand  bushels  of  wheat  on  a  par- 
ticular day?  Is  the  realization  of  his  intention  any  more  possible?  Is  the  certainty 
that  the  intention  which  is  in  his  mind  is  going  to  take  life  and  being  by  the  produc- 
tion of  that  crop  any  more  certain  than  would  be  the  ability  of  a  man  of  fortune,  with 
the  money  in  bank,  to  buy  the  product  that  he  is  going  to  buy  in  the  fulfillment  of  a 
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contract?  Is  it  not  absolutely  certain,  on  the  other  hand,  that  thr>  risk  of  not  being 
able  to  fulfill,  whatever  may  be  the  honesty  of  the  intention,  is  greater  in  the  farmer's 
case  than  it  is  in  the  other? 

There  is  the  exception  written  into  this  bill  of  retail  dealers,  and  I  suppose  other 
exceptions.  I  think  that  makes  this  an  exceptional  bill,  so  entirely  exceptional  that 
I  think  it  ought  to  be  beaten. 

But  let  me  call  attention  to  another  thing.  All  through  this  testimony — and  I  want 
to  emphasize  this  fact — all  through  this  testimony  there  is  the  admission  that  it  is 
absolutely  essential  for  the  successful  commercial  sale  of  the  things  which  are  stated 
in  the  bill  that  trade  for  future  delivery  in  them  should  not  be  hampered.  Even  the 
persons  who  most  favor  this  legislation  in  their  testimonv  sav  we  would  be  against 
this  legislation  if  it  hampered  legitimate  trade.  The  distinguished  Senator  from 
Minnesota  in  his  speech  on  the  bill  said:' 

"I  desire  right  here  to  distinctly  state  that  it  is  not  the  purpose  of  this  bill — 
neither  does  it — in  any  manner  whatever  to  interfere  with  the  bargain,  purchase,  or 
sale  of  anv  product  or  property  where  the  partv  making  such  sale  is  the  owner  thereof 
or  where  he  has  a  contract  for  the  ownership  or  right  of  possession  of  the  same. 

"It  neither  seeks  nor  does  it  in  any  wav  interfere  with  the  freedom  of  commerce, 
but  leaves  legitimate  trade  without  restriction  or  hindrance." 

These  words  were  delivered  in  a  discussion  of  this  bill  with  the  twelfth  section  in 
it,  with  the  twelfth  section  in  it  which  imposed  a  license  of  $2  upon  all  trade  in  actual 
cotton,  even  the  trading  taken  out  of  the  operation  of  the  definitions  in  the  bill.  It  is 
said  of  this  bill  to-day,  which,  even  after  the  motion  to  strike  out  the  twelfth  section 
has  earned,  leaves  the  thirteenth  section  in  it — that  section  pro  \  ides  that  wherever 
an  internal-revenue  collector  has  reason  to  believe  or  to  presume  that  any  man  is 
doing  the  things  forbidden  by  the  act,  although  he  be  making  the  future  sales  which 
are  allowed,  shall  have  a  right  to  call  for  and  inspect  his  books  and  business. 

The  freedom  from  unreasonable  search  arose  with  Magna  Charta;  have  we  come  now 
to  this  state  of  things  in  the  American  Senate  that  a  contract  which  all  the  courts 
have  declared  to  be  lawful,  which  the  bill  admits  to  be  lawful,  is  submitteed  to  the 
right  of  search  upon  the  mere  suspicion  of  an  internal-revenue  officer?  Yet  the 
declaration  is  made  that  there  is  no  intention  in  this  bill  to  interfere  with  the  freedom 
of  trade.  The  earnestness  of  purpose  and  the  zeal  of  the  distinguished  Senator,  the 
evil  which  he  sees  and  wishes  to  cure  for  a  great  public  purpose,  have  so  dominated 
his  mind  and  clouded  his  vision  that  there  lies  a  fog  between  his  mind  and  the  great 
and  elementary  principles  of  American  Government;  he  sees  freedom  where  I  see 
slavery  and  oppression. 

Mr.  President,  let  me  pass  awav  from  these  things.  I  wish  to  discuss  the  essential 
features  of  the  bill  now.  I  have  discussed  it  hitherto  on  the  theory  that  it  was  uncon- 
stitutional. I  have  taken  up  its  contrarieties,  and  its  confusions,  and  its  contradic- 
tions, and  its  stipulations  against  human  liberty  and  elementary  rights.  I  propose 
now  to  turn  my  back  upon  all  that.  I  propose  to  urge  the  defeat  of  this  bill,  sup- 
posing that  this  was  a  bodv  with  no  restriction  on  it  whatever,  that  this  Senate  was 
the  most  untrammeled  and  absolute  legislative  body  in  the  world,  that  the  Constitu- 
tion was  a  mvth,  and  all  the  restraints  of  English-speaking  government  a  mere  chimera 
which  we  had  forgotten  and  which  we  were  never  to  recall.  I  sav,  looking  at  this 
bill  from  this  point,  it  is  pernicious  and  vicious;  that  it  will  strike  a  blow  at  the 
commerce  of  this  country  the  length  and  breadth  and  width  and  depth  of  which  no 
human  mind  can  compass  until  its  results  of  disaster  have  worked  out.  Let  me  see 
if  that  is  true. 

There  is  an  elementary  principle  of  legislation  that  in  matters  of  commerce  the 
wisest,  safest,  best,  the  most  enlightened  process  is  to  accept  the  judgment  of  the  men 
who  by  long  commercial  training  and  long  commercial  experience  have  a  knowledge 
of  the  commercial  subject  matter  in  hand.  That  is  an  elementary  rule.  There  is 
not  a  court,  I  think,  in  this  land  sitting  to-day  with  a  jury  impaneled  between  man 
and  man — I  do  not  know  how  it  is  in  the  other  States:  I  know  it  is  so  in  mine,  and 
I  know  it  is  laid  down  in  elementary  books  on  evidence — that  if  a  complex  commercial 
question  were  presented  to  that  jury  a  commercial  expert  would  not  be  allowed  to 
testify.  All  the  great  reforms  in  our  system,  the  protection  of  innocent  holders,  the 
rights  accorded  to  third  parties,  all  our  system  of  insurance,  all  our  system  of  mari- 
time law,  are  not  originally  the  creatures  of  statute.  They  were  all  brought  forth 
from  a  mighty  evolution,  which  treated  the  aggregate  sense  of  the  commercial  world 
on  a  commercial  question  as  the  aggregate  common  sense  oi  mankind. 

Now,  what  is  the  fact  about  this  bill?  There  is  a  persistent,  consistent .  a  universal 
declaration  of  all  the  commercial  bodies  in  this  country  against  this  bill,  and  speci- 
fically pointing  out  the  evils  which  will  result  from  it. 
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Mr.  President,  I  send  to  the  desk  and  desire  to  have  read  the  protest  of  the  Chamber 
of  Commerce  of  the  State  of  New  York. 
The  Vice  Presidext.  The  protest  will  be  read. 
The  Secretary  read  as  follows: 

"the  chamber  of  commerce  of  the  state  OF  NEW  YORK. 

';  Meeting  of  Thursday,  March  3,  1892. 
"The  committee  on  internal  trade  and  improvements,  to  whose  attention  was 
brought  a  request  from  the  New  York  Cotton  Exchange  to  join  in  a  protest  against 
three  bills  which  have  been  recentlv  presented  to  Congress,  viz:  House  bill  Xo. 
2699.  by  Mr.  Hatch,  of  Missouri;  Senate  bill  Xo.  685,  by  Mr.  Washburn;  and  Senate 
bill  Xo.  1268,  by  Mr.  Peffer.  reported  as  follows  through  Chairman  Louis  Windmuller: 
i£  It  appears  to  have  been  the  mistaken  notions  of  the  farmers  that  they  could  benefit 
producers  as  well  as  consumers  if  they  throw  obstacles  in  the  way  of  dealers,  to  sell 
what  they  do  not  own  and  buy  what  they  do  not  need.  Thev  evidentlv  believe 
that  such  sales  and  purchases  tend  unnaturally  to  depress  or  advance  values.  They 
seem  to  forget  that  these  so-called  speculators  must  deliver  what  they  have  sold  and 
pay  for  what  they  bought.  The  price  of  the  cotton  is  low,  not  because  it  was  sold 
short,  but  because  the  production  is  large  and  consumption  is  small.    . 

"When  a  manufacturer  is  anxious  to  secure  raw  material  for  future  orders,  which 
are  offered  to  him  at  a  time  when  cotton  on  the  spot  commands  a  higher  price  than 
he  can  pay,  the  middleman,  who  anticipates  a  reduction  of  values,  comes  forward 
and  agrees  to  furnish  it  at  a  figure  which  enables  the  mill  owner  to  close  contracts 
for  the  fabrics  demanded  by  his  customers.  Breadstufs  are  high,  not  becarse  they 
were  bought  for  a  rise,  but  because  they  are  needed  by  nations  whose  crops  have 
been  a  failure.  An  exporter  receives  an  order  to  forward  at  certain  limits,  when 
navigation  opens,  to  a  port  on  the  Ealtic  Sea,  a  cargo  of  corn.  It  is  unobtainable 
and  not  wanted  for  immediate  delivery.  The  dealer  in  futures  steps  in  and  agrees 
to  furnish  to  the  exporter  what  he  wants  at  the  time  when  he  needs  it. 

"It  is  indisputable  that  such  dealers  have  become  useful  factors  in  the  general 
development  of  commerce  ever  since  it  has  assumed  large  proportions.  They  take 
risvs  by  which  future  wants  are  provided  in  our  home  market  as  well  as  in  foreign 
countries.  When  they  overstep  the  limits  of  prudence  they  are  the  sufferers,  rather 
than  producers  and  consumers.  A  combination  of  such  men  is  not  powerful  enough 
to  control  prices  of  the  great  staples  of  this  country  beyond  their  natural  level  so  as 
to  cause  serious  injury. 

"  But  even  if  the  public  should  occasionallv  suffer  because  the  markets  have  been 
forestalled,  your  committee  does  not  believe  that  the  course  provided  by  these  bills 
furnishes  a  proper  remedy  for  the  evil.  Past  experience  shows  that  legislation  will 
only  do  harm  when  it  tries  to  intefrere  with  the  natural  laws  of  trade. 

"Your  committee  therefore  recommend  that  this  chamber  join  the  Cotton  Exchange 
and  the  other  commercial  bodies  throughout  the  country  in  a  protest  against  the 
passage  of  the?e  bills,  as  they  would  injure  the  best  interests  of  the  community. 

"On  motion  the  following  resolutions  were  unanimously  adopted: 
"Whereas  there  has  been  introduced  in  the  Senate  of  the  United  States  by  Senator 
Washburn,  of  Minnesota,  bills  known  as  S.  685  and  S.  1757.  and  in  the  House  of 
Representatives  by  Representative  Hatch  of  Missouri,  a  bill  known  as  H.  R.  2699, 
levying  a  tax  on  purchases  and  sales  for  future  delivery  of  cotton  and  all  hog 
products  of  5  cents  per  pound,  and  on  wheat,  corn,  oats,  barley,  and  other  grain 
of  20  cents  per  bushel ;  and 
4(  Whereas  should  any  one  of  these  be  enacted  into  law  the  result  would  be  the  suppres- 
sion of  the  trading  in  this  country  in  what  is  known  as  contracts  for  future  delivery 
of  the  articles  mentioned,  to  the  great  detriment  of  all  persons  engaged  in  their 
growing,  handling;,  or  consuming: 
"Resolved,  That  the  Chamber  of  Commerce  of  the  State  of  Xew  York  hereby  enters 
its  solemn  protest  against  the  enactment  into  law  of  any  of  the  before-mentioned  bills 
now  befare  Congress  or  of  any  other  bill  or  bills  of  similar  purport. 

"  Resolved.  That  this  Chamber  hereby  expresses  its  condemnation  of  any  attempt  on 
the  part  of  Congress  to  enact  laws  for  the  supposed  benefit  of  one  portion  of  the  com- 
munity as  against  another. 

"Resolved.  That  whatever  the  asserted  evils  may  be  incident  to  this  method  of  doing 
business,  it  affords  a  measure  of  security  and  protection  to  legitimate  traders  as  well  as 
to  the  producers  of  the  articles  named  that  is  not  to  be  disregarded. 

"Resolved.  That  it  is  the  opinion  of  this  chamber  that  no  good  can  result  to  the  agri- 
cultural interest  of  the  country  by  any  legislation  that  curtails  and  restricts  free  and 
untrammeled  trading. 
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"Resolved,  That  the  great  law  of  supply  and  demand  regulates  values  of  everything, 
and  that  no  particular  system  of  trading  can  ever  more  than  temporarily,  if  at  all, 
obstruct  its  full  operation;  that  this  inexorable  law  always  has  and  always  will  operate 
whether  a  man  sells  what  he  does  not  possess  in  the  hope  of  securing  it  at  a  later  period 
at  a  less  price  or  not,  and  that  any  effort  having  in  view  the  abolition  of  'short  selling,' 
if  enacted  into  law.  would  not  only  fail  to  secure  the  imaginary  benefits  sought,  but 
would  be  productive  of  incalculable  injury  to  legitimate  business  interests  while  this 
fact  is  in  process  of  being  determined. 

"Resolved,  That  a  copy  of  this  protest  be  forwarded  to  each  Senator  and  Representa- 
tive in  Congress. 

"Geo.  Wilson,  Secretary," 

Mr.  White.  Mr.  President,  I  sent  up  and  had  read  first  the  memorial  of  this  great 
body,  because  by  its  constitution  and  organization  it  is  not  a  trade  body.  It  is  not  the 
Chamber  of  Commerce  of  New  York  City.  It  is  the  Chamber  of  Commerce  of  the 
State  of  New  York,  perhaps  one  of  the  greatest  bodies  of  commercial  advisers  in  the 
commercial  world  to-day,  composed  of  men  many  of  whom  are  removed  from  practical 
business,  men  of  large  fortune,  dealing  in  vast  sums,  men  of  great  ability  and  thor- 
oughly versed  in  the  movements  of  commerce,  whose  opinion  and  judgment  expressed 
on  any  commercial  question  anywhere  where  commerce  is  carried  on  would  have  great 
weight  and  great  responsibility. 

I  now  send  up  to  the  desk,  Mr.  President,  and  ask  to  have  read  the  memorials  of  the 
banks  and  bankers  of  New  York,  the  banks  and  bankers  of  Chicago,  and  the  banks  and 
bankers  of  the  city  of  New  Orleans. 

The  Secretary  read  as  follows: 

"NEW  YORK   BANKS    AND   BANKERS. 

"New  York,  February  4,  189?.. 
ft  To  the  honorable  the  Bouse  of  Representatives  of  the  United  States: 

"The  undersigned,  engaged  in  the  banking  business  in  the  city  of  New  York,  be- 
lieve that  if  Rouse  of  Representatives  bill  No.  2699,  now  before  your  honorable  body, 
taxing  purchases  and  sales  of  cotton,  grain,  and  hog  products  for  future  delivery,  be- 
comes a  law  it  will  do  great*damage  to  the  business  in  those  articles  and  work  a  serious 
injury  to  producers. 

"That,  as  bankers,  we  consider  our  risk  in  advancing  on  such  property  very  much 
less  than  was  the  case  prior  to  the  inauguration  of  the  present  method  of  doing  business. 
"We  therefore  earnestly  protest  against  the  passage  of  this  measure  and  trust  that  no 
legislation  in  this  dirertion  may  be  approved  by  your  honorable  body. 

"Jas.  T.  Woodward,  president  Hanover  National  Bank;  J.  Edward  Sim- 
mons, president  Fourth  National  Rank;  Warner  Van  Norden,  president 
National  Bank  of  North  America;  Arthur  B.  Graves,  president  St. 
Nicholas  Bank;  Tames  Stillman,  president  National  City  Bank;  A.  E. 
Orr,  vice  president  Mechanics'  National  Bank;  Forest  H.  Parker, 
president  New  York  Produce  Exchange;  Charles  M.  Fry,  president 
Bank  of  New  York  National  Banking  "Association;  R.  M.  Gallaway. 
president  Merchants'  National  Bank;  IT.  Rocholl.  president  German 
American  Rank;  W.  W.  Flannagan,  president  Southern  National  Bank, 
W.  A.  Nash,  president  Corn  Exchange  Bank;  T.  H.,  Parker,  president 
United  States  National  Bank;  Tno.  B.  Woodward,  president  Third 
National  Bank;  W.  W.  Sherman,  president  National  Bank  of  Commerce; 
W.  H.  Perkins,  president  Bank  of  America:  R.  L.  Edwards,  president 
Bank  of  the  State  of  New  York;  E.  H.  Perkins,  jr.,  president  Importers' 
and  Traders'  National  Bank;  H.  W.  Cannon,  president  Chase  National 
Bank;  I.  W.  Cilley,  president  Ninth  National  Bank:  D.  C.  Hays,  presi- 
dent Manhattan  Co.;  George  Bliss,  of  Morton.  Bliss  &  Co..  banVers; 
Ladenburg,  Thalmann  &  Co..  bankers:  Knauth,  Nachod  &  Kuhne. 
bankers:  Lazard  Freres,  bankers;  Baring,  Magoun  &  Co..  bankers; 
Brown  Bros.  &  Co.,  bankers:  T.  &  W.  Seligman  £  Co..  bankers:  Heldel- 
bach,  Tckelheimer  &  Co.,  bankers;  Kuhn,  T.oeb  &  Co..  bankers;  Blake 
Brothers  &  Co.,  bankers." 

The  Vice  President.  Does  the  Senator  desire  to  have  the  names  attached  to  these 
memorials  read? 
Mr.  White.  No;  Mr.  President;  I  do  not. 
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The  Secretary  continued  to  read  as  follows: 

''CHICAGO    BANKS    AND    BANKERS. 

"Chicago,  III.,  February  4,  1892. 
'*  To  the  Congress  of  the  United  States: 

"The  undersigned  hereby  respectfully  and  urgently  protest  against  the  enactment 
of  Senate  bill  1757,  'defining  options  and  futures,'  and  known  as  the  Washburn  bill. 
"We  believe  that  the  passage  of  any  such  bill  would  be  not  only  seriously  detri- 
mental to  the  agriculturist,  but  would  be  of  incalculable  injury  to  the  manifold 
industries  of  the  entire  country,  inasmuch  as  these  industries  depend  for  their  profitable 
prosecution  upon  that  system  of  buying  and  selling  for  future  delivery  which  the  \\  ash- 
burn  bill  would  destroy. 

"We  believe  the  dealings  in  futures  in  grain  and  hog  product,  as  regulated  by  the 
board  of  trade  of  the  city  of  Chicago  and  similar  exchanges,  based  on  the  actual 
delivery  of  the  commodity  traded  in,  are  the  highest  development,  after  years  of 
experience  and  labor,  of  the  best  system  of  handling  the  enormous  crops  of  this  country 
to  the  most  profitable  advantage  of  the  producer. 

"This  svstem  affords  an  open  market  on  which  the  world's  competition  can  meet  in 
establishing  values  without  the  limitations  and  restrictions  which  an  exclusively 
consumptive  demand  would  impose. 

"  Its  daily  declaration  of  values  is  an  analysis  of  the  world's  product  and  require- 
ment, and  reduces  to  the  minimum  the  risk  of  those  engaged  in  handling  the  crops , 
thereby  securing  to  the  producer  the  highest  bids  at  all  times. 

"By  this  system  our  merchants  yearly  advance  millions  of  money  for  the  cribbing 
and  warehousing  of  grain  throughout  the  country,  which  without  the  protection  of 
the  present  market  would  not  be  done. 

"To  destroy  this  system,  as  contemplated  by  the  Washington  bill,  would  reduce 
the  circulation  of  money  when  most  needed  to  move  the  crops,  would  greatly  restrict 
credits,  owing  to  uncertainty  of  values,  practically  drive  the  small  grain  merchants 
from  the  field,  and  concentrate  the  business  of  handling  the  products  herein  referred  to 
in  the  hands  of  wealthy  corporations  and  syndicates  of  warehousemen  and  millers. 

"Corn  Exchange  Bank,  by  Ernest  A.  Hamill.  vice  president:  Illinois  State 
Savings  Bank,  by  J.  J.  Mitchell,  president:  Bank  of  Montreal,  Chicago, 
111.,  by  William' Monro,  manager;  Union  National  Bank,  by  August 
Blum,  cashier;  the  Northwestern  National  Bank,  of  Chicago,  by  E. 
Buckingham,  president;  the  Metropolitan  National  Bank,  by  E.  J. 
Keith,  president;  the  Atlas  National  Bank,  by  C.  B.  Farwell,  vice 
president;  Merchants'  National  Bank,  by  C.  J.  Blair,  president:  the 
Merchants'  Loan  &  Trust  Co.,  by  J.  W.  Doane,  president:  the  Com- 
mercial National  Bank,  of  Chicago,  by  H.  F.  Eames,  president;  the 
American  Trust  &  Savings  Bank,  by  G.  B.  Shaw,  president;  Fort 
Dearborn  National  Bank,  by  John  A.  King,  president;  American 
Exchange  National  Bank,  by  John  B.  Kirk,  president:  the  Union 
Trust  Co..  of  Chicago,  by  S.  W.  Rawson.  president:  the  National 
Bank  of  Illinois,  by  George  Schneider,  president;  Hibernian  Banking 
Association,  by  J.  V.  Clark,  president:  First  National  Bank,  of  Chicago, 
by  R.  J.  Street,  cashier:  Continental  National  Bank,  by  John  C.  Black, 
president;  the  Columbia  National  Bank,  by  Z.  Dwiggins.  cashier; 
the  Globe  National  Bank,  by  D.  A.  Moulton.  cashier;  Royal  Trust  Co., 
by  J.  B.  Wilbur,  cashier:  National  Bank  of  the  Republic.  Chicago,  111., 
by  John  A.  Lynch,  president:  the  Hide  and  Leather  National  Bank, 
Chicago,  111.,  by  Charles  F.  Grey,  president:  the  Northern  Trust  Co., 
by  Byron  L.  Smith,  president;  National  Bank  of  America,  by  Morton 
B.  Hull,  vice  president;  Bank  of  Commerce,  by  H.  Felsenthal,  presi- 
dent; Commercial  Loan  &  Trust  Co.,  by  James  B.  Hobbs,  president; 
Chemical  National  Bank,  Chicago.  111.,  by  G.  E.  Hopkins,  cashier; 
Franklin  MacYeagh;  Marshall  Field;  Sprague.  Warner  &  Co.;  Lord, 
Owen  &  Co.;  Marklev.  Ailing  &  Co.;  Pitkin  &  Brooks;  Ried,  Murdock 
&  Co.;  W.  M.  Hoyt  '&  Co.;  Kelley,  Maus  &  Co.;  M.  D.  Wells  &  Co.; 
Selz,  Schwab  cfc  Co.;  Phelps,  Dodge  &  Palmer;  Butler  Bros.;  Carson, 
Pirie.  Scott  &  Co.;  James  H.  Walker  &  Co.;  Hy.  W.  King  &  Co.;  C.  M. 
Henderson  &  Co.;  Sweet,  Dempster  &  Co. ;  Wells  &  Nellegai  Co.; 
Hibbard,  Spencer,  Bartlett  &  Co.;  McCormick  Harvesting  Machine 
Co.;  Frazer  &  Chalmers;  Warder.  Bushnel  &  Glessner  Co." 
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"NEW   ORLEANS  BANKS   AND   BANKERS. 

"New  Orleans,  December  30,  1891. 
"  To  the  honorable  the  House  of  Representatives  and  Senate 

of  the  United  States  of  America,  Washington,  D.  C: 
"The  undersigned,  engaged  in  the  banking  business  in  the  city  of  New  Orleans, 
believe  if  Senate  bill  685,  'the  Washburn  bill,'  taxing  purchase  and  sale  of  cotton, 
grain,  and  hog  products,  becomes  a  law,  that  it  will  do  immense  damage  to  the  business 
in  those  articles,  reduce  stability  in  values,  and  work  great  injury;  and  that  as  bankers 
we  consider  our  risk  in  advancing  on  such  property  very  much  less  than  was  the  case 
prior  to  the  inauguration  of  the  present  mode  of  doing  business.  Therefore  we  most 
respectfully  protest  against  the  passage  of  the  bill. 

"N.  B.  Sligh,  president,  Southern  National  Bank;  R.  M.  Walmsley,  presi- 
dent, Louisiana  National  Bank;  C.  Kohn,  president,  Union  National 
Bank;  A.  Baldwin,  president,  New  Orleans  National  Bank;  George 
R.  Preston,  president,  Hibernia  National  Bank;  G.  W.  Nott,  president, 
Citizens'  Bank  of  Louisiana;  L.  C.  Fallon,  president,  Mutual  National 
Bank;  Chas.  F.  Hoffman,  bankers  and  exchange;  H.  Maspero,  presi- 
dent, Traders'  Bank;  James  T.  Hayden,  president,  Whitney  National 
Bank;  H.  Gardes,  president,  American  National  Bank;  W.  P.  Nicholls, 
president,  Bank  of  Commerce;  N.  Landry,  president,  People's  Bank 
of  New  Orleans;  Pierre  Lanaux,  president,  State  National  Bank; 
J.  C.  Morris,  president,  New  Orleans  Canal  &  Banking  Co.;  G.  Ad. 
Blaffer,  cashier,  Germania  Savings  Bank;  Jos.  L.  Bourdette?  Fred. 
Peters,  president,  Metropolitan  Bank;  Gilbert  H.  Green;  Germania 
National  Bank,  J.  C.  Denis,  president;  Moore,  Hyams  &  Co.;  Isidore 
Newman,  sr.;  Bertus  &  Durel." 

Mr.  White.  Mr.  President,  I  send,  in  addition  to  these,  a  list  of  commercial  bodies 
throughout  the  country  protesting  against  the  passage  of  this  bill.  Along  with  that 
list  I  send  up  the  memorials  themselves;  and  I  request  that  the  list  be  printed  as 
a  part  of  my  remarks,  and  that  the  memorials  also  be  printed  as  an  appendix. 

The  Vice  President.  That  order  will  be  made  if  there  be  no  objection.  The 
Chair  hears  no  objection.     It  is  so  ordered. 

Mr.  White,  I  ask  that  the  list  be  read. 

The  Vice  President.  The  list  will  be  read. 

The  Secretary  read  as  follows: 

"list  op  exchanges,  boards  of  trade,  merchants,  millers,    etc,  protesting 

against  antioption  bill. 

"New  Orleans  Cotton  Exchange. 

"Savannah  Cotton  Exchange. 

"Houston  Cotton  Exchange  and  Board  of  Trade. 

"Mobile  Cotton  Exchange. 

"Greenville  Cotton  Exchange. 

"Memphis  Cotton  Exchange. 

"Milwaukee  Chamber  of  Commerce. 

"Chicago  Board  of  Trade. 

"New  York  Produce  Exchange. 

"New  Orleans  Board  of  Trade  (Ltd.). 

"New  Orleans  Clearing  House  Association. 

"Bankers,  millers,  and  merchants  of  Toledo,  Ohio. 

"Baltimore  Corn  and  Flour  Exchange. 

' '  Chicago  merchants  and  manufacturers. 

"Minneapolis  Clearing  House  Association. 

"Minneapolis  Business  Union. 

"Minneapolis  Chamber  of  Commerce." 

Mr.  White.  Now,  Mr.  President,  in  the  face  of  this  almost  universal  commercial 
opinion  are  we  going  to  pass  this  bill?     Will  it  bo  said,  as  was  intimated  cm  this 
that  perhaps  some  of  the  bankers  may  have  objections  to  the  bill  because  it  would 
affect  their  deposits  of  margins  on  futures?     Can  that  be  said  of  this  great  body  of 
bankers  throughout  this  country? 

Why,  Mr.  President,  but  a  while  ago  when  I  put  the  question  as  to  the  discrimina- 
tion against  one  of  the  large  interests  of  the  country  by  this  bill,  the  only  answer 
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made  was  that  there  was  such  a  solidarity  of  interest  that  the  benefits  of  one  would 
be  resultingly  compensatory  for  the  injury  to  the  others.  Solidarity  of  interest 
which  is  affirmed,  as  respects  the  discriminating  clause  of  this  bill,  is  now  denied 
in  the  face  of  this  great  testimony  of  commercial  men  from  one  end  of  this  country 
to  the  other,  men  who  have  been  dealing  in  these  methods  of  business  and  who 
know  their  utility  to  the  commerce  of  the  land. 

Why,  sir,  there  is  hardly  a  cotton  plant  blooming  in  the  Southern  States  to-day, 
there  is  not  a  leaf  of  a  cotton  plant  smiling  in  the  wind  which  does  not  trace  its  way 
back  in  some  way  by  some  connection,  however  remote,  to  the  capital  which  is  rep- 
resented in  these  petitions.  That  capital  will  suffer  as  much  as  will  the  producer 
by  the  passage  of  this  bill. 

The  railroads,  all  the  great  interests  of  the  country,  act  and  react  one  upon  the 
other,  and  you  can  not  strike  down  the  producing  element  of  this  country  without 
striking  down  these  great  interests.  When  you  find  all  these  enlightened  interests, 
all  these  men  and  bodies  who  are  inseparably  connected  with  the  interests  of  the 
country,  uniting  on  a  purely  commercial  question  in  unbroken  opinion  as  to  the 
commercial  harm  which  is  to  come  from  a  given  commercial  restriction,  it  seems 
to  me  it  is  trivial  to  the  last  degree  to  say  that  their  interest  is  not  the  interest  of  the 
producer  and  that  the  producer  can  be  stricken  down  without  their  feeling  it. 

These  bants  and  bankers  are  the  instrumentalities  by  which  the  producer  makes 
and  moves  his  crops.  The  great  bank  at  New  York  loans  its  money  to  the  bank 
elsewhere,  who  in  turn  loans  it  to  a  factor,  who  loans  it  to  a  planter.  The  factors 
in  New  Orleans  loan  money  throughout  the  Mississippi  Valley  to  their  constituents 
to  enable  them  to  make  their  crops.  The  ability  of  one  of  these  classes  to  pay  the 
other  depends  largely  upon  the  making  of  crops.  The  increased  ability  to  pay  de- 
pends upon  what  the  crop  will  bring  in  the  markets  of  the  world. 

And  yet  we  are  told  now,  as  to  all  of  these  great  interests,  complex  and  involved, 
united  as  by  the  inevitable  laws  of  nature  itself,  that  these  merchants  do  not  belong 
to  the  producing  class  and  have  no  right  to  a  judgment  on  this  great  matter  of  com- 
merce. That  argument  denies  the  only  premise  upon  which  the  discrimination  in 
the  bill  as  to  classes  can  possibly  be  justified. 

But,  Mr.  Fresident,  we  are  not  left  to  opinions  in  our  own  country.  All  over  the 
world — in  England,  in  Germany,  in  Austria,  in  France,  in  Holland,  in  India,  in 
Egypt,  everywhere — this  system  of  forward-delivery  sales,  which  is  an  evolution  to 
meet  the  wants  of  modern  trade,  obtains  and  is  practiced. 

Yet,  at  this  late  day,  in  this  great  body,  representing  the  greatest  commercial  people 
in  the  world,  the  most  active,  the  most  enlightened,  the  most  fertile  in  resources,  the 
most  advanced,  are  we  to  be  called  upon  to  listen  to  the  contention  that  all  the  bankers 
of  the  world,  not  only  in  this  country  but  everywhere,  the  great  business  men  of  the 
world,  all  the  exchanges  of  the  world,  without  reference  to  nationality,  are  a  mere 
body  of  degraded  and  prostituted  gamblers?  That  is  the  inevitable  outcome  from  the 
arguments  which  have  been  adduced  on  this  floor;  arguments,  in  my  judgment,  in 
the  domain  of  reason,  as  flimsy  and  as  wanting  in  logical  foundation  as  it  is  possible 
for  argumentation  to  be. 

No,  Mr.  Fresident,  when  we  come  to  commercial  questions  and  find  the  universal 
consensus  of  commercial  mankind  agreeing  to  one  thing,  all  tending  to  one  thing,  all 
supporting  an  evolution  which  has  come,  which  is  here,  and  which  must  remain,  I  say 
against  all  this  the  opinion  of  any  one  man  here  or  there  or  somewhere  else  should 
weigh  as  nothing.  If  we  were  dealing  with  a  theory,  if  there  were  here  a  question  of 
natural  philospohy  or  of  chemistry,  perhaps  one  mind  with  one  ray  of  light  could  shed 
over  the  whole  universe  a  splendor  which  all  the  world  had  not  discovered.  But 
when  we  come  to  the  practical  things  of  life,  things  that  were  not  born  but  were 
evolved  from  commerce,  because  commerce  is  not  a  birth  but  an  evolution,  the  only 
safe  rule  is  to  listen  to  commercial  opinions.  Commerce  is  a  creation  of  the  aggregate 
practical  common  sense  of  mankind,  and  nothing  ever  obtains  universally  in  commerce 
that  has  not  been  founded  upon  the  rock  of  things  practical. 

It  is  a  mistake  to  say,  as  has  been  intimated  here,  that  these  bodies  whose  petitions 
I  have  presented  are  bodies  not  of  producers.  Why,  the  only  body  I  am  familiar 
with,  Mr.  President,  is  the  Cotton  Exchange  of  New  Orleans.  That  exchange  has  a 
great  many  producers,  agents,  or  factors  of  planters  as  members.  It  has  the  buyer  and 
the  seller,  the  planter,  and  the  factor  who  represents  a  vast  volume  of  planters.  If 
you  were  to-day  to  put  an  exhaust  pump  on  the  cotton  fields  of  the  southern  country 
and  draw  out  of  those  fields  the  money  which  has  gone  from  these  commercial  bodies 
and  whose  only  hope  of  return  is  in  the  fruition  and  wise  marketing  of  those  crops, 
you  would  cause  no  greater  destruction  to  sweep  over  those  fertile  and  laughing  fields 
than  will,  I  am  afraid,  result  from  the  passage  of  this  bill. 

Now,  Mr.  President,  having  laid  down  these  general  principles,  I  propose  to  look  at 
the  origin  of  this  system  of  future  delivery  and  see  whence  it  came. 
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Where  did  it  take  its  birth?  If  we  look  back  40  years  and  picture  the  conditions 
of  things  at  that  time,  and  then  look  at  the  condition  of  things  to-dav,  sum  up  the 
whole  mass  of  human  acquisition  existing  now  and  compare  it  with  the  human  acqui- 
sitions of  those  davs,  we  shall  have  a  resume  of  the  growth  of  this  future  system. 

There  is  not  a  spark  of  electricity  encircling  the  world  to-day  like  a  flash  of  lightning 
which  does  not  carry  in  its  womb  the  germ  of  an  undeveloped  future  contract.  There 
is  not  a  railroad  train  dashing  over  the  land  that  has  not  written  upon  its  locomotive 
headlight  the  necessity  of  future  contracts.  There  is  not  a  steamship  plowing  the  vast 
deep  with  all  the  rapidity  of  ocean  transit  which  now  obtains  that  does  not  at  every 
puff  of  her  mighty  engine  repeat  and  repeat  again  to  the  commerce  of  the  whole 
civilized  world  the  necessity  of  future  contracts. 

I  found,  Mr.  President,  this  morning,  in  a  paper  recently  published  in  New  York 
on  the  death  of  an  illustrious  man,  an  estimate  of  the  consequences  which  had  come 
from  the  electric  cable  joining  Europe  and  America.  The  writer  of  that  article,  with 
much  lucidity,  called  attention  to  the  fact  that  it  was  the  intermingling  and  inter- 
communication between  man  and  man  which  had  generated  this  closeness  of  union 
in  commercial  transactions  out  of  which  had  developed  this  system  wThich  dominates 
the  commercial  world  to-day  and  which  lies  at  the  foundation  of  every  human  busi- 
ness. There  is  not  a  civilized  human  being  who  does  not  bear  living  evidence  not 
only  of  the  necessity  but  the  universality  of  this  practice. 

The  very  material  from  wmich  the  coat  I  wear  was  woven  was  probably  bought  on 
future  delivery.  The  spinner  who  spun  it,  in  order  to  save  himself  from  loss,  had 
sold  it  for  future  delivery  in  order  to  be  guaranteed  a  price  which  would  be  remunera- 
tive. There  is  not  a  thing  to-day  which  enters  into  the  use  or  consumption  of  man- 
kind which,  under  this  modern  and  universal  system  Of  future  delivery,  is  not  covered 
by  contract  in  one  way  or  the  other  to  save  loss  which  would  otherwise  result. 

The  inevitable  tendency  of  modern  business  is  to  draw  people  together,  to  make  in- 
tercommunication of  man  with  man  greater.  The  inevitable  result  is  equality.  The 
future  business  is  the  necessary  result  of  the  struggle  between  men  for  equality.  Before 
the  future  business  came  into  being  the  large  capitalists,  the  mighty  millionaires,  of 
whom  the  Senator  from  Minnesota  speaks,  had  to  furnish  the  money  with  which  to 
carry  on  commerce.  This  future  system,  as  I  have  said,  is  the  result  of  the  struggle 
for  equality.  Before  it  came  large  fortunes  were  required  to  carry  and  hold  the  pro- 
duct and  submit  to  the  great  expense  and  risk  which  resulted  from  the  holding  them 
until  taken  by  consumers,  whereas  now  the  ingenuity  and  quickness  of  the  minds  of 
men,  responding  to  the  wants  of  modern  trade,  have  engendered  this  system  of  future 
delivery,  which  has  put  every  man  upon  a  footing  of  equality  with  every  other  man, 
enabling  one  without  large  capital  to  be  the  equal  relatively  of  the  man  with  great 
capital. 

I  can  recall  that  in  my  boyhood,  in  the  city  of  New  Orleans,  the  great  commercial 
houses,  the  great  English  houses  with  large  sums  of  money,  the  agents  of  the  Brown 
Bros,  and  the  agents  of  other  great  bankers,  the  Baring  Bros.,  did  business  there. 
When  exchange  was  to  be  drawn  to  pay  for  cotton,  the  Baring  Bros,  or  Brown  Bros, 
bought  it.  If  cotton  exchange  was  taken  to  a  bank,  there  was  danger  of  it  being  re- 
fused for  fear  the  price  of  cotton  might  go  down.  The  banker  would  say,  '  If  I  take  this 
bill  except  upon  the  credit  of  the  drawer,  a  decline  in  the  price  of  cotton  in  the  future 
will  make  a  loss. '  So  it  resulted  that  the  business  was  transacted  largely  upon  the  per- 
sonal credit  ot  these  great  houses,  or  on  the  credit  of  the  cotton  buyer,  who  was  required 
to  be  a  man  of  fortune. 

But  now  a  man  with  an  office  and  without  much  capital  is  as  good  as  the  Brown 
Bros.  lie  gets  his  cable  order  from  the  spinners  he  represents  on  the  other  side  to  buy 
cotton.  He  buys  spot  cotton  and  sells  it  for  future  delivery.  He  sells  the  very  ex- 
change which  he  is  to  draw  for  future  delivery.  lie  must  know  the  rate  of  exchange 
before  he  can  make  his  price,  and  asks  the  bank  to  agree  to  take  his  exchange  at  a  date 
in  the  future.  Every  transaction  connected  with  it  is  a  future  transaction.  His 
possibility  of  dealing  without  capital  is  caused  by  the  fact  that  an  insurance  resulting 
from  future  delivery  is  put  upon  every  article  that  is  dealt  with  in  the  course  ot"  the 
transactions  as  they  go  along. 

See  what  a  revolution  it  has  worked  in  the  Southern  States.  Formerly  great  masses 
of  cotton  would  come  to  the  city  of  New  Orleans  and  be  stored.  The  buyer  was  gene. 
Decline  was  rapid.  It  required  the  actual  presence  of  a  man  of  means  to  buy  this 
property  in  order  to  hold  it,  because  the  buyer  must  submit  himself  to  the  risk  of  loss 
if  cotton  declined. 

What  is  the  situation  now?  Why,  the  receipts  as  they  come  in  are  distributed  over 
the  year  under  this  system  of  future  contracts.  Cotton  is  bought  for  future  delivery 
and  is  thus  taken  from  the  spot  market.  The  small  consumer  is  enabled  to  buy  be- 
cause he  is  not  obliged  to  pay  cash,  but  can  take  advantage  of  a  transaction  for  future 
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delivery.     That  is  the  situation.     It  has  curtailed  the  profits  of  the  millionaires.     It 
has  reduced  the  charge  to  the  producer. 

Mr.  President,  ^telegraphed  the  secretary  of  the  cotton  exchange  of  the  city  of  New 
Orleans  to  ascertain  what  were  the  charges  of  the  middleman  now  as  compared  with 
such  charges  formerly.     I  have  a  telegram  in  reply,  in  which  the  secretary  says: 

"New  Orleans,  La.,  July  22,  1892. 
"While  no  regular  statement  can  be  made,  owing  to  irregularity  of  charges,  you 
can  safely  state  that  under  old  system,  including  cost  of  advancing  commission  on  sales 
of  cotton,  commission  on  purchases  of  supplies,  insurance  rebates,  etc.,  cost  on  a  bale 
of  cotton  averaged  fully  S5  per  bale.  To-day  millions  of  bales  are  sold  direct  from 
interior,  a\^oiding  many  extra  charges  under  the  free-on-board-delivery  system  at 
25  and  50  cents  a  bale  under  the  free-on-board  and  future  delivery  systems,  which  have 
built  many  flourishing  interior  centers.  Many  of  the  old  items  of  charge  have  been 
abolished ;  these  will  be  largely  restored  if  present  trade  methods  are  interfered  with. 

"Henry  G.  Hester,  Secretary. 
'•'Hon.  E.  D.  White, 

"  Uiited  States  Senate." 

Now,  Mr.  President,  I  desire  to  have  read  a  statement  of  the  results  of  this  business 
found  in  the  same  book  which  I  have  read  from  this  morning,  commencing  on  page 
103  and  going  down  to  the  marked  paragraph  on  page  104.  That  states  with  such 
lucidity  the  evolution  of  these  economic  problems  that  I  incline  to  agree  with  the  dis- 
tinguished Senator  from  Nevada  [Mr.  Stewart]  when  he  said  this  morning  that  he  con- 
sidered the  author  one  of  the  most  lucid  of  political  economical  writers. 

The  Secretary  read  as  follows: 

"Three  independent  economies  exist  in  the  practice  of  buying  and  selling  for  future 
delivery,  say  one,  two,  or  three  months  ahead,  which  could  not  be  effected  by  buying 
grain  on  hand  and  taking  present  delivery. 

"First.  Buyers  for  consumption — millers,  exporters,  and  foreign  purchasers — can, 
through  these,  convert  a  future  unknow  price  into  a  known  price,  so  far  as  is  necessary 
to  enable  them  to  base  future  contracts  for  production  thereon.  Suppose  a  manu- 
facturer of  cotton  goods  or  iron,  feeding  his  own  men.  as  indirectly  he  does,  and  obliged 
to  estimate  the  rate  at  which  he  can  afford  to  take  orders  according  to  the  rate  at  which 
he  can  buy  bread  and  provisions,  it  is  plain  that  he  could  'figure'  the  rate  at  which 
he  could  take  orders  more  closely  if  he  could  make  certain  his  own  future  rate  of  ex- 
penditure on  his  supplies  or  food  and  provisions.  This  he  could  do  by  buying  in 
August,  deliverable  in  October. 

"Second.  Precisely  as  buying  in  a  wide  market  equalizes  prices  over  a  wide  area 
of  country  and  enables  millions  of  persons  to  produce  the  same  product  in  close  com- 
petition with  each  other,  so  buying  for  a  considerable  period  of  time,  or  'going  long' 
spreads  and  equalizes  over  a  long  period  of  time  the  changes  in  price  which  are  made 
inevitable  by  natural  causes,  such  as  war,  drought,  flood,  great  or  small  harvests, 
and  the  like.  Equalization  of  prices  over  time  is  as  essential  to  steady  production  £S 
equalization  of  prices  over  wide  areas  and  numerous  groups  of  producers  and  con- 
sumers. If  a  raise  of  20  cents  per  bushel  in  wheat  is  made  necessary  by  an  impending 
war  between  two  grain-growing  countries,  and  if  one  buyer  knows  it  three  months 
ahead,  and  buys  his  supply  at  an  advance  of  2  cents  per  bushel,  he  not  only  saves 
his  own  supply,  but  he  brings  the  market  2  points  nearer  where  it  ought  to  be,  and  thus 
serves  millions  of  producers  and  consumers  who  are  interested  in  the  raise  being  both 
early  and  gradual,  not  late  and  spasmodic. 

"Thirdly.  Such  'futures'  originate  with  buyers,  since  if  no  one  wished  to  buy 
ahead  no  one  could  sell  futures.  Each  buyer  pays  a  margin  on  his  contract  sufficient 
to  secure  the  seller  against  loss  in  event  of  a  fall  in  price  and  no  delivery.  The  futures 
run  in  links  from  the  consumer  back  to  the  producer.  In  such  cases  they  cause  a 
current  of  advance  payments  to  set  in  from  the  dealers  in  the  futures  or  purchasers. 

"This  is  in  effect  a  movement  of  money  in  advance  from  the  consumers,  or  their 
representatives  on  the  board  of  trade,  to  and  among  the  producers.  Fanners  are  thus 
enabled  to  get  advances  on  their  grain  and  planters  on  their  cotton,  whereby  the 
harvesting  is  virtually  done  by  the  capital  advanced  by  the  consumer.  This  converts 
articles  like  cotton  and  wheat,  for  which  prices  are  established  by  'futures,'  into 
'cash'  articles,  or  articles  on  which  long  advances  are  had,  whereas  cotton  goods, 
furniture,  and  manufactured  articles  are  sold  so  invariably  on  long  credits  that  even 
'cash'  means  30  days  after  delivery." 

Mr.  President,  I  also  send  to  the  desk,  with  a  request  that  it  be  read,  an  excerpt 
from  Contractual  Limitations,  which  is  a  modern  book,  published  in  1892,  by  an  ex- 
chief  justice  of  the  Supreme  Court  of  Indiana.  It  contains  a  statement  of  the  problems 
involved  in  these  modern  methods  of  business  which  I  think  so  clear  that  I  desire  to 
insert  it  in  my  remarks. 
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The  Secretary  read  as  follows: 

"Trading  in  cotton  futures  was  established  in  New  York  in  1870  and  in  New  Orleans 
a  few  years  later.  As  I  am  more  familiar  with  the  cotton  trade  than  with  the  other 
trades  in  which  transactions  in  futures  are  made,  I  will  confine  my  remarks  more 
especially  to  cotton  futures.  Contracts  in  cotton  futures  are  made  for  the  delivery  in 
lots  of  100  bales  during  the  month  contracted  for,  such  delivery  to  be  at  the  seller's 
option  upon  five  days'  notice  to  the  buyer.  An  order  on  the  warehouse  for  the  cotton 
is  tendered  for  every  notice  of  delivery  by  the  seller  to  the  party  to  whom  he  has  sold. 
If  the  buyer  has  also  sold  the  cotton  for  delivery  during  the  month  for  which  he  has 
received  notice,  it  is  customary  for  him  to  transfer  the  notice  of  delivery  and  warehouse 
order  to  the  party  to  whom  he  has  sold,  and  such  transfers  are  made  until  3  p.  m.  of 
the  day  of  issuing  the  notice  or  until  its  receipt  before  that  hour  by  a  party  who  has 
bought  but  has  not  sold,  or  who  desires  to  receive  the  cotton,  and  this  party  receives 
the  cotton  from  the  one  who  issued  the  notice  and  warehouse  order  and  pays  for  it. 

"As  those  who  have  bought  and  sold  have  no  interest  beyond  the  difference  in  the 
price  at  which  they  bought  and  the  price  at  which  they  sold,  it  would  be  a  useless 
expense  to  have  the  cost  of  delivery  and  receipts  incurred  for  each  change  of  owner- 
ship, when  the  passing  of  the  warehouse  order  accomplishes  every  purpose  and  saves 
unnecessary  charges.  All  immediate  parties  between  the  party  who  issues  the  notice 
and  warehouse  order  and  the  party  who  receives  the  cotton  settle  with  each  other  the 
difference  between  the  price  of  their  respective  contracts  and  the  price  at  which  the 
cotton  is  received  and  paid  for.  In  the  course  of  business  it  happens  that  many 
contracts  are  settled  before  the  month  of  their  maturity  and  without  actual  delivery 
of  cotton.  For  instance,  a  merchant  may  sell  for  a  planter  a  contract  for  October 
delivery,  and  the  next  day  he  may  buy  for  a  southern  cotton  buyer  a  contract  for 
delivery  the  same  month,  and  if  these  transactions  are  made  with  the  same  party  on 
the  exchange,  a  direct  settlement  would  be  made  as  between  the  two  members  of  the 
exchange. 

"A  merchant  might  sell  to  a  party,  who  might  sell  to  another,  and  this  other  might 
have  previously  sold  to  the  first  party,  all  the  transactions  being  for  the  same  month's 
delivery.  This  would  make  a  settlement  of  contracts  between  the  three  and  is  called  a 
'ring  settlement.'  These  'ring  settlements '  are  purely  matters  of  chance.  They  may 
be  effected  very  soon  after  the  transaction,  or  they  may  not  occur  for  months,  and 
they  may  not  occur  at  all.  They  do  not  in  the  slightest  degree  enter  into  the  matter 
of  the  original  transaction,  which  is  based  upon  the  probability  and  intention  of  actual 
delivery  of  the  cotton  contracted  for.  In  much  of  the  legitimate  business  at  present 
the  transactions  in  futures  are  of  great  benefit  to  producers,  manufacturers,  merchants, 
bankers,  and  the  general  public. 

"About  three-fourths  of  the  cotton  crop  is  usually  marketed  during  the  first  four 
months  of  the  season.  If  such  a  large  proportion  of  the  crop  was  forced  upon  the 
market  for  immediate  sale,  the  effect  would  certainly  be  to  unduly  and  greatly  depress 
prices.  By  the  sale  of  futures  against  consignments  of  actual  cotton  relief  is  often 
given  to  an  overstocked  market  and  better  prices  are  secured  for  the  planter  than  would 
otherwise  be  possible.  If  prices  are  satisfactory,  the  planter  can  direct  his  merchant 
to  sell  futures  against  his  crop  before  it  is  actually  ready  to  be  marketed  and  thus 
secure  the  benefit  of  a  remunerative  price  which  might  not  be  obtained  if  the  sale 
could  not  be  made  until  his  crop  had  actually  reached  a  market." 

Mr.  President,  having  referred  to  the  general  laws  of  trade  from  which  the  future 
system  was  evolved,  I  now  propose  to  summarily  restate  some  of  the  benefits  which  it 
confers  on  the  cotton  planter. 

It  gives  him  a  wider,  safer,  relatively  higher,  and  less  fluctuating  market. 

It  cheapens  the  rate  at  which  the  producer  obtains  the  money  to  make  his  crop 
by  enabling  the  factor  and  all  who  deal  with  the  producer  to  sell  by  futures  the  product 
with  which  the  producer  is  to  pay  them,  thus  diminishing  their  risk  and  enabling 
them  to  reduce  their  charges  to  the  producer. 

It  has  diminished  the  charge  of  the  middlemen  by  drawing  the  producer  and 
consumer  together,  by  enabling  the  buyer  to  sell  for  future  delivery  and  buy  the 
producer's  crop  to  fill  his  future  sale  already  made. 

It  has  multiplied  buyers  and  brought  them  to  the  door  of  the  consumer. 

It  has  multiplied  investors  by  enabling  them  to  buy  actual  cotton  and  sell  futures 
against  it  at  a  small  advance  to  cover  interest  and  charges,  thus  making  the  invest- 
ment safe.  The  investor,  having  sold  for  future  delivery  against  his  purchase  oi 
actual  cotton,  is  absolutely  safe,  is  submitted  to  no  risk  of  fluctuation  in  the  market, 
and  therefore  can  afford  to  pay  a  better  price  to  the  producer. 

It  has  enabled  the  spinner  to  pay  a  better  price  to  the  consumer.  He  buys  his 
cotton  for  consumption  by  means  of  a  future  contract,  thus  obviating  the  risk  oi  a 
decline  in  the  market.     He  sells  the  goods  which  he  is  to  make  from  the  cotton  by 
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a  future  contract,  thus  insuring  a  profit  and  thus  enabling  the  spinner  to  do  his  busi- 
ness on  a  narrower  because  a  safer  margin  of  profit.  It  has  brought  the  cotton  f  elds 
of  the  South  nearer  to  the  great  centers  of  American  and  European  consumption  by 
diminishing  the  risk,  thus  reducing  the  difference  in  price  which  formerly  existed 
between  cotton  in  the  f  eld  of  the  producer  and  that  cotton  at  the  door  of  the  consumer. 

It  has  relieved  banking  capital,  thus  leaving  more  money  to  assist  the  planter  in 
making  his  crop. 

All  these  things,  Mr.  President,  are  the  necessary  resultants  of  the  f  rst  proposition, 
which  is  that  the  system  of  selling  cotton  for  future  delivery  gives  the  producer  a 
wider,  safer,  relatively  higher,  and  less  fluctuating  market.  If  this  proposition  be 
true  all  the  others  necessarily  follow. 

Now  let  me  show  the  existence  of  these  benefits  by  an  examination  of  the  state 
of  the  cotton  trade  before  and  after  the  future  period,  so  that  by  a  comparison  between 
the  two  periods  the  mind  may  be  able  to  determine,  not  by  abstract  reasoning,  but 
by  the  touchstone  of  absolute  and  undeniable  fact,  whether  the  benefits  which  I 
have  stated  have  or  have  not  resulted. 

In  the  domain  of  theory  minds  may  differ.  The  moment  we  advance  an  abstraction, 
one  mind  takes  one  view  and  the  other  takes  another,  and  the  union  of  the  two 
minds  becomes  impossible  because  of  the  divergent  premises  or  the  contradictory 
deductions  which  the  minds  make. 

But  when  we  enter  the  domain  of  absolute  and  unchallengeable  fact,  then  the 
only  question  which  remains  is  first  to  ascertain  the  truth  and  then  follow  it.  By 
that  touchstone  I  hope  to  demonstrate  that  this  system  has  been  a  merciful  blessing 
to  the  cotton  planter  of  the  southern  country  and  to  the  cotton  trade,  and  that  its 
destruction  will  entail  upon  that  people  in  loss  of  price  and  incidental  sacrifices  a 
sum  equal  to,  it  may  be,  $100,000,000. 

I  shall  say  nothing  of  the  grain  trade.  There  are  Senators  who  are  more  familiar 
than  I  am  with  the  movements  and  operations  of  grain.  I  may  say,  however,  that 
the  theory  and  opinions  of  all  the  grain  brokers,  all  the  elevator  men,  all  the  bankers 
who  advance  on  its  exchange  and  bills  of  lading,  and  all  of  the  people  who  deal  in 
grain,  I  think  almost  without  serious  exception,  adhere  to  the  promises  stated  in 
the  book  which  has  just  been  read. 

In  Minneapolis,  the  very  center  of  the  grain  trade,  as  will  be  seen,  all  the  organized 
commercial  bodies  have  fled  their  memorials  here  against  this  bill.  While  the 
distinguished  Senator  from  Minnesota  was  good  enough  to  say  to  me  that  he  thought 
they  had  modified  their  opinion  in  consequence  of  a  modif  cation  in  the  bill,  I  think 
when  it  is  known  what  an  illusory  hope  that  modification  holds  out,  that  their  protests 
will  apply.  But  we  are  not  wanting  in  this  record  indubitable  evidence  that  the 
principles  which  I  assert,  and  which  the  theoretical  writers  and  all  the  practical 
men  assert,  apply  to  grain. 

I  find  in  the  testimony  of  Mr.  Romer,  taken  before  the  Senate  Committee  on  the 
Judiciary,  the  following: 

"Mr.  Romer.  I  will  say,  if  I  am  allowed,  that  another  important  miller  in  the 
country,  in  an  interview  with  myself  on  the  Produce  Exchange  of  New  York,  said 
he  was  heartily  in  favor  of  this  bill.  'Why,'  said  I,  in  my  simplicity  of  heart,  'this 
bill  will  be  an  injury  to  the  farmer;  this  bill  will  narrow  the  markets  and  give  him  no 
opportunity  to  sell  to  the  best  advantage.'  He  said,  'I  am  not  legislating  for  the 
farmer,  I  am  legislating  for  the  miller;  the  farmer  will  take  care  of  himself.' 

'Senator  Washburx.  That  man  must  have  been  from  New  York. 

"Mr.  Romer.  That  was  ex-Gov.  Stanard,  of  St.  Louis,  Mo.  He  is  a  reputable 
miller. 

"They  want  to  be  the  buyers  and  without  competition — the  buyers  at  their  own 
price." " 

Mr.  President,  I  think  the  testimony  here  makes  it  perfectly  clear^  absolutely 
clear — and  I  want  to  call  attention  to  it  very  deliberately  and  have  it  weighed — that 
whilst  there  may  be  divergence  among  millers,  as  there  undoubtedly  is,  from  the  ear- 
nest and  zealous  and  disinterested  attitude  taken  by  the  Senator  from  Minnesota  on 
this  floor,  yet  there  are  other  millers  who  consider  that  the  necessary  effect  of  this 
bill  will  be  to  reduce  the  price  of  the  product  made  by  the  farmer  and  put  him  in  the 
hands  of  and  at  the  mercy  of  the  miller.  Mr.  Pillsbury,  the  gentleman  to  whom  I 
have  already  referred,  and  whose  testimony  is  in  this  record,  is  a  part  owner  of  a  vast 
milling  establishment.  He  testifies  that  they  have,  I  think,  150  elevators.  I  may  be 
mistaken  in  stating  the  number.  Now  let  me  read  his  testimony,  and  I  invite  atten- 
tion to  it.  This  testimony  was  taken  before  the  Committee  on  Agriculture  of  the 
House  of  Representatives: 

"Question.  Mr.  Long.  Well,  formerly  when  millers  were  able  to  carry  this  wheat 
and  flour  and  their  money  invested  in  it  they  then  charged  a  profit  sufficient  to  cover 
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the  interest  on  their  money  and  that  went  out  to  the  markets  of  the  world  and  paid 
the  expenses,  etc.,  and  profits  back  to  the  mill  man." 

That  is  the  question. 

''Answer.  Mr.  Pillsbury.  The  universal  rule  used  to  be  that  the  miller  generally 
accumulated  wheat,  say,  when  the  farmers  were  putting  in  their  surplus,  rapidly. 
The  universal  rule,  almost,  used  to  be  that  you  could  buy  the  wheat  cheaper  at  that 
time  than  at  any  other  time,  and  you  could  make  a  fairer  profit  on  the  actual  holding 
of  the  wheat  than  you  could  at  such  times  when  these  movements  of  the  farmers 
were  less." 
*  Let  me  repeat  it. 

"You  could  buy  the  wheat  cheaper  at  that  time  than  at  any  other  time." 

Mr.  President,  the  system  of  futures  was  introduced  in  order  to  prevent  purchasers 
from  taking  advantage  of  the  time  when  the  farmer  was  shipping  rapidly,  buying  low 
and  then  selling  it  afterwards  for  a  large  profit.  After  the  system  of  futures  came  in, 
when  this  vast  surplus  was  accumulating,  this  was  prevented.  Not  only  the  rich 
man  but  the  poor  man  could  buy  for  future  delivery  without  any  risk  whatever. 
Every  contract  so  made  necessarily  relieves  the  pressure  on  the  market  and  gives 
the  producer  a  better  price.     Mr.  Pillsbury,  in  what  I  have  just  quoted,  admits  this. 

But  he  goes  further — 

"Question.  Mr.  Long.  Well,  now,  then;  as  it  stands  now  the  miller  can  not  carry 
the  wheat  and  flour,  because  there  is  a  large  risk  attached  to  it  in  consequence  of 
wind  selling.  Then,  if  this  wind  selling  has  the  strength  that  you  say  it  has,  it  is 
manifest  that  it  has  a  prejudicial  influence  against  the  raiser  of  wheat." 

Mark  you,  the  question  is  inconsequential.  The  answer  to  the  previous  question 
had  been  that  it  was  prejudicial  to  the  miller  of  wheat,  and  the  question  says  "preju- 
dicial to  the  raiser."     Now,  mark  the  answer: 

"Mr.  Pillsbury.  Yes,  sir;  against  the  raiser  of  wheat" — 

Here  comes  the  gist  of  the  answer — 
"and  the  miller  before" — 

That  is,  before  the  svstem  of  "futures" — 
"could  generally  use  his  good  judgment  and  make  money  by  the  rise  of  wheat.  I 
would  state  a  fact,  which  perhaps  would  be  a  surprise  to  most  of  your  committee,  that 
I  have  no  doubt  the  milling  interests  in  this  countrv,  taken  as  a  whole,  in  the  last 
10  years  have  paid  the  farmer  more  money  for  wheat  than  they  have  gotten  out  of  him. 
That  is  the  fact  through  the  Northwest." 

Mr.  President,  this  bill  proceeds  upon  the  theory  that  the  farmer  has  not  got  his 
full  money;  that  he  has  not  been  paid  the  value  of  his  product.  Here  is  a  statement 
that  under  this  system  during  the  past  10  years  the  millers  have  been  paying  the 
farmer  more  for  wheat  than  they,  the  millers,  have  obtained  for  it. 

Let  me  continue  the  citation: 

"I  think  I  can  count" — 

Says  Mr.  Pillsbury — 
"on  the  fingers  of  my  two  hands  the  150  milling  firms,  say  10  years  ago,  in  our  part  of 
the  world;  and  I  think  that  is  true  all  over  the  country,  that  there  are  only  a  few 
millers  who,  by  using  the  highest  triumphs  of  milling  and  the  best  executive  ability 
and  producing  the  best  brand  of  flour,  have  been  able  to  make  anything.  The  im- 
mense competition  and  capacity  of  the  mills  of  this  country  has  doubled  three  times 
the  amount  of  flour  they  can  make,  and  it  is  got  right  down  the  last  few  years  to 
the  question  of  the  survival  of  the  fittest;  but  there  was  a  time  when  they  could  always 
run  on  a  profit,  years  ago,  by  buying  wheat  in  the  fall,  say  on  an  average  of  SI  a  bushel, 
and  we  were  almost  sure  to  make  a  good  profit  by  carrying  it  until  the  time  when  the 
state  of  the  roads,  etc.,  prevented  the  deliveries  being  so  large.  1  look  on  short  selling 
as  being  the  greatest  impediment  to  the  profit  of  milling  business  in  that  way." 

That  is  just  it,  Mr.  President.  ±±ere,  if  human  language  can  state  it,  is  an  express 
admission  that  before  the  system  of  futures  the  way  the  millers  did  their  business 
was  when  the  surplus  was  coming  in  from  the  crop  in  large  quantil  ies,  to  buy  it  cheap, 
and  when  the  roads  got  bad  and  the  farmer's  wheat  could  not  come  in,  to  sell  it  high. 
If  the  language  does  not  say  that,  what  does  it  say? 

Does  not  that  exactly  tally  with  my  statement  of  the  "future"  system?  The 
"future"  system  has  destroyed  that.  Why?  Because  a  man  looking  forward  to  the 
coming  of  those  muddy  roads,  and  knowing  that  the  muddy  roads  are  to  come,  has 
said  to  the  farmer,  "Do  not  sell  your  wheat  now  at  a  low  price;  1  will  agree  to  pay 
you  a  month  hence,  when  the  roads  are  muddy,  a  higher  price;  just  let  me  take  it." 
So  competition  has  come  in,  and  instead  of  buying  wheat  cheap  when  wheat  was 
abundant  and  selling  it  high  later  on  the  prices  have  been  equalized. 

I  do  not  know  whether  that  is  a  fact  in  wheat  or  not,  for  I  have  no  experience  and 
I  do  not  propose  to  discuss  it;  but  1  say  when,  on  the  face  of  this  testimony,  I  find  the 
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statement  to  be  that  that  is  the  case,  I  have  the  right  to  assume  that  Mr.  Pillsbury 
knows  a  great  deal  more  about  wheat  than  I  do,  and  to  accept  his  declaration  of  what 
were  the  consequences  before  the  "future"  system,  and  to  see  very  plainly  what  is 
the  consequence  now,  and  thus  to  keenly  appreciate  the  great  solicitude  of  Mr.  Pills- 
bury  for  the  producers  of  the  country  and  his  desire  that  their  grain  should  sell  high . 

Now,  Mr.  President,  let  me  review  the  facts  as  to  cotton.  But  before  I  do  that  I 
desire  to  send  up  and  have  read  a  list  of  telegrams.  I  have  compiled  the  telegrams 
all  into  one.  The  phraseology  of  this  one  telegram  is  not  literally  the  phraseology  of 
the  many  which  I  have  received,  but  they  were  all  substantially  the  same,  and  I  have 
put  the  signatures  under  one  in  order  to  avoid  duplication.  % 

The  Presiding  Officer  (Mr.  Turpie  in  the  chair).  The  paper  referred  to  will  be 
read. 

The  secretary  read  as  follows : 

"COTTON   FACTORS   OF   NEW   ORLEANS. 

"New  Orleans,  La.,  July  18,  1892. 
"To  Hon.  E.  D.  White, 

"  United  States  Senate,  Washington,  D.  C: 
"We  ask  your  efforts  to  defeat  Hatch  antioption  bill.     Its  passage  will  lower  prices, 
injure  planting  interests,  and  badly  affect  cotton  business  generally. 

"Stewart  Bros.  &  Co.;  Geo.  W.  Sentell  &  Co.;  Hyman,  Hiller  &  Co.;  Simon 
E.  Marx;  J.  Freijhan  &  Co.,  Bayou  Sara,  La.;  Lehman,  Stern  &  Co.; 
John  M.  Parker  &  Co.;  R.  M.  Wamsley  &  Co.;  Pugh  &  Co.;  Phelps  & 
Co.;  Thos.  L.  Airey;  Levy  Bros.;  Robert  Day  &  Co.  (Ltd.);  H.  Abraham 
&  Son;  J.  Weis  &"Co.;  Baldwin  &  Putnam;  Bickham  &  Moore;  W.  B. 
Thompson;  Chas.  Chaff e." 

Mr.  White.  Mr.  President,  most  of  the  names  found  in  that  telegram  are  the  names 
not  of  cotton  buyers  but  of  cotton  sellers.  They  are  the  names  of  the  great  body  of 
the  cotton  factors  of  New  Orleans  who  carry  almost  the  entire  crop  of  the  Mississippi 
Valley. 

Mr.  George.  There  is  an  important  name  missing  from  that  list. 

Mr.  White.  Whose  name? 

Mr.  George.  Richardson  &  May. 

Mr.  White.  I  send  up  a  telegram  from  Mr.  May,  of  Richardson  &  May. 

Mr.  George.  I  noticed  the  absence  of  the  name. 

The  Presiding  Officer.  The  paper  referred  to  will  be  read. 

The  secretary  read  as  follows: 

[Telegram.] 

"New  Orleans,  La.,  July  18,  1892. 
"E.  D.  White,  United  States  Senate: 

"I  believe  the  passage  of  the  antioption  Hatch  bill  will  do  incalculable  damage  to 
the  cotton  trade  and  cotton  planting  in  the  United  States,  and  I  invoke  your  earnest 
efforts  to  defeat  it. 

"A.  H.  May." 

Mr.  White.  Mr.  President,  some  Senators  here  know  personally  Mr.  John  T.  Hardie, 
of  the  city  of  New  Orleans,  and  his  great  business  experience.  I  had  a  telegram  to  the 
same  effect  from  him. 

I  repeat  that  these  telegrams  are  not  from  cotton  buyers,  but  they  are  from  cotton 
sellers,  and  there  does  not  live  a  body  of  more  enlightened  and  honorable  merchants 
than  those  whose  names  are  found  upon  that  list.  Many  of  them  have  been  in  the 
cotton  industry  from  its  infancy,  and  in  all  its  trials  and  tribulations.  They  have 
followed  it  through  it  all,  and  they  are  doing  it  to-day,  as  they  have  always  done, 
honestly  and  wisely. 

I  desire  to  say  another  thing.  Among  that  body  of  high-minded  and  enlightened 
gentlemen  and  progressive  merchants,  who  have  been  in  this  business  for  all  these 
years,  there  are  found  none  of  these  great  aggregations  of  wealth  to  which  the  distin- 
guished Senator  from  Minnesota  referred.  There  is  honest  competency  among  them, 
and  many  are  large  cotton  planters. 

I  have  received  besides  these  a  telegram,  which  I  desire  read,  from  the  dealers  iD 
rice  and  sugar  and  produce  in  the  city  of  New  Orleans. 

The  Presiding  Officer.  The  paper  referred  to  will  be  read. 
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The  secretary  read  as  follows : 

"New  Orleans,  La.,  July  19,  1892. 
•''Hon.  E.  D.  White,  Washington: 

';We,  the  undersigned  dealers  in  rice,  sugar,  and  produce,  consider  the  antioption 
bill  as  detrimental  to  business  and  feel  that  its  passage  would  work  injury  to  our 
interests. 

"Bloom  &  Son,  Lefelrere  &  Marionneau,  Miltenberger  &  Flower,  0.  Dovle 
&  Co.,  John  W.  Coyle,  B.  W.  Seago,  J.  A.  Harral,  Elmer  &  Zeebrobk, 
G.  Schwartz." 

Mr.  White.  I  will  not  encumber  the  record  by  more  telegrams.  I  take  it  for 
granted  that  if  a  man  wanted  an  opinion  as  to  the  operation  of  this  bill  upon  cotton 
he  could  not  go  to  a  more  enlightened  source  for  the  information  than  to  these  gen- 
tlemen— information  coming,  as  I  said  just  now,  from  sellers  of  cotton;  information 
coming  from  men  who  are  solely  interested  that  it  should  bring  as  high  a  price  as  pos- 
sible; information  coming  from  men  who  have  watched  these  movements  through 
all  these  years  with  a  solicitude  born  of  the  keenest  interest,  because  they  are  always 
involved  in  it.  When  that  is  the  case,  when  the  universal  opinion  of  the  commercial 
world  sustains  them,  am  I  to  be  told  that  we  are  to  take  the  opinion  on  the  subject  of 
men  who  have  had  no  experience  whatever? 

But  let  me  now  come  to  figures.  I  send  to  the  reporter  and  desire  to  have  incor- 
porated in  my  remarks — I  will  not  have  it  read — a  table  showing  the  annual  crop,  the 
exports,  and  United  States  consumption  of  cotton  since  1841,  which  is  brought  down 
to  1891. 

The  table  referred  to  is  as  follows : 

[From  Cotton  Facts,  by  A.  B.  Shepperson.] 
Statement  of  annual  crops,  exports,  and  United  States  consumption  of  cotton  since  1841  • 


Season. 


Total  crop. 


Exports. 


To  Great 
Britain. 


To  Conti- 
nent. 


Total 
exports. 


Home  consumption. 


Takings  of 

northern 

mills. 


Takings  of 
southern 
mills  and 
burned. 


1841-42. 
1842-43. 
1843-44. 
1844-45. 
1845-46. 
1846-47. 
1847-48. 
1848-49. 
1849-50. 
1850-51. 
1851-52. 
1852-53. 
1853-54. 
1854-55. 
1855-56. 
1856-57. 
1857-58. 
1858-59. 
1859-60. 
1860-61. 
1861-65 ' 
1865-66. 
1866-67. 
1867-68. 
1868-69. 
1869-70. 
1870-71. 
1871-72. 
1872-73. 
1873-74. 
1874-75. 
1875-76. 
1876-77. 
1877-78. 
1878-79. 
1879-80. 
1880-81. 


1,684. 
2,379; 
2,030, 
2,394, 
2, 100, 
1,779, 
2,423, 
2,840, 
2,204, 
2,415, 
3, 126, 
3,416, 
3,075, 
2,983, 
3,665, 
3,094, 
3,257, 
4,019. 
4,861, 
3,849, 


936,000 
1,470,000 
1,202,000 
1,439,000 
1,102,000 

831,000 
1,324,000 
1,538,000 
1,107,000 
1,418,000 
1,669,000 
1,737,000 
1,604,000 
1,550,000 
1,921,000 
1,429,000 
1,810,000 
2,019,000 
2,669,000 
2,175,000 


529,000 
540,000 
427,000 
645,000 
565,000 
410,000 
534,000 
690,000 
483,000 
571,000 
775,000 
791,000 
715,000 
694,000 
1,034,000 
824,000 
780,000 
1,002,000 
1,105,000 
952,000 


1,465,000 
2,010,000 
1,629,000 
2,084  000 
1,667,000 
1,241,000 
1,858,000 
2,228,000 
1,590,000 
1,989,000 
2,444,000 
2,528,000 
2,319,000 
2,244,000 
2,955,000 
2,253,000 
2,590,000 
3,021,000 
3,774,000 
3,127,000 


268,000 
325,000 
347,000 
389,000 
423,000 
428,000 
532,000 
518,000 
488,000 
404,000 
588,000 
650,000 
592,000 
571,000 
633,000 
666,000 
452,000 
760,000 
793,000 
650,000 


P) 

P) 
P) 

P) 
P) 

75,000 
112,000 
107,000 
60,000 
111,000 
153,000 
145,000 
135,000 
138,000 
154,000 
143,000 
-  167,000 
1S6.000 
193,000 


2,278, 
2,233! 
2,599! 
2,434! 
3,114! 
4,347; 
2,974; 
3,874; 
4, 130, 
3,831, 
4,632, 
4,474, 
4,774, 
5,074, 
5,761, 
6,600, 

*No  estimate. 


000 

000 
000 
0(H) 

000 
000 
000 

000 
000 
000 
000 
000 
000 
000 

000 

000 


1,262,000 
1,216,000 
1,228,000  j 
989,000  I 
1,475,000  ; 
2,368,000 
1,474,000 
1,920,000  i 
1,852,000  I 
1.833,000  ' 
2,005,000  i 
1,994,000  i 
2,047,000 
2,053,000 
2,554,000  I 
2,832,000  I 


293,000 

341,000 

428,000 

458,000 

704,000 

800,000 

483,000 

756,000 

959,000 

S  11,000 

1,227,000 

1,034, 000 

1,309,000 

1.  U3.000 

1,310,000 

1,733,000 


1,555,000 
1,557,000 
1,656,000 
1,447,000 
2,179,000 
3,168,000 
1,957,000 
2,676,000 
2,811,000 
2,674,000 
3,232,000 
3,028,000 
3.356,000 
3,466,000 
3,864,000 
4,565,000 


541,000 

573,000 

S00.000 

822,000 

777.000 

1,072,000 

977,000 

1, 063,000 

1,192,000 

1.071.000 

1,220,000 

1,302,000 

1,345,000 

1,375,000 

1,574,000 

1,713,000 


127,000 
150,000 
168,000 
173, 000 
80,000 
91.0011 
120,000 
138,000 
128,000 
130,000 
134.000 
127,000 
151,000 
198,000 
223,000 
230,000 


2  Civil  War— no  record  of  cotton  movement. 
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Statement  of  annual  crops,  exports,  and  United  States  consumption  of  cotton  since  1841 — 

Continued. 


Total  crop. 

Exports.                                     Home  consumption. 

Season. 

!                 !                 1 

BSE?     '<    T°nStnU-    '     4S,      j    'tf  n' 

Takings  of 
southern 
mills  and 
burned. 

1881-82 

5,456,000 
6,950,000 
5,713,000 
5,706,000 
6,575,000 
6,499,000 
7,047,000 
6,939,000 
7,297,000 
8,674,000 

2  295,000  1         1,256,000           3  551000           1677  000 

287, 000 

1882-83 

2,886,000  1        1,838,000 
2,485,000  j        1,432,000 
2,425,000  !      3  1,495,000 
2,565,000  i      « 1,771  000 
2,704,000  !      5  1,741,000 
2,814,000  |      6  1,813,000 
2,810,000  :      7  1,926,000 
2,854,000  !      8  2,052,000 
3,345,000  i      9  2,448,000 
i 

4,724,000 
3,917,000 
3,920,000 
4; 336, 000 
4, 445, 000 
4,627,000 
4,736,000 
4,908,000 
5, 79i;  000 

1,759,000 
1,537,000 
1,437,000 
1,781,000 
1,687,000 
1,  SOS,  000 
1,790,000 
1,780,000 
2,027,000 

313  000 

1883-84 

246^  000 

1884-85  .. 

318,000 
385,000 

1885-86 

1886-87... 

422,000 

1887-88 

459,000 

1888-89 

485, 000 

1889-90 

550,000 
620.000 

1890-91 

3  Including  28,028  to  Mexico. 
*  Including  34,125  to  Mexico. 
8  Including  40,774  to  Mexico. 


6  Including  33,203  to  Mexico. 
i  Including  41,259  to  Mexico. 


Including  28,414  to  Mexico. 
Including  31,443  to  Mexico. 


Mr.  White.  Now,  what  is  the  claim  which  those  who  defend  future  sales  advance? 
The  claim  is  this:  That  as  in  a  few  months  the  whole  cotton  crop  was  precipitated 
upon  the  market,  this  created  a  glut  in  the  market  and  put  the  producer  largely  at  the 
mercy  of  the  buyer.  The  crop  either  had  to  be  sold  or  to  be  stored.  If  the  buyer 
was  not  there  to  take  that  crop,  then  there  was  this  vast  mass  of  receipts,  and  of  course 
there  was  a  serious  decline  in  the  market.  ' 

Our  total  spinning  capacity  in  this  country  represents  a  little  under  a  third  of  our 
crop— somewhere  between  a  third  and  a  fourth.  I  will  not  be  accurate  in  this  state- 
ment. The  balance  of  the  crop  wis  for  exportation,  and  the  agents  of  the  great  English 
buvers  and  cons  timers  were  there;  and  if  they  did  not  buy,  the  price  went  down. 

Under  the  system  of  ''futures"  has  this  evil  increased  or  has  it  diminished?  It 
should  have  increased  largely,  because  before  the  future  period  the  crops  came  in 
more  slowly  than  they  do  now.  Why?  In  the  first  place,  the  greater  part  of  the 
cotton  crops  in  the  South  in  the  olden  times  was  made  by  slave  labor,  and  if  the  price 
was  not  satisfactory  the  large  planters  were  able  to  hold  their  crops  for  an  advance. 
In  the  second  place,  a  great  part  of  the  cotton  was  grown  on  the  alluvial  lands  alons:  the 
streams,  and  the  only  exit  to  the  markets  of  the  world  was  the  rising  of  the  water  in 
tho8  3  streams.  All  these  things  and  others  of  less  importance  tended  at  that  time  to 
retard  somewhat  the  incoming  of  the  crop  of  cotton.  Despite  that  fact,  in  the  first 
months  of  the  season,  before  future  dealing  came  in  vogue,  when  the  cotton  came  in 
there  was  always,  unless  there  was  some  abnormal  condition,  which  can  easily  be 
explained,  a  serious  depression  in  the  market,  which  put  the  producer  absolutely  at 
the  mercy  of  the  consumer.  Who  was  to  take  it  but  the  consumer?  He  availed  of  his 
advantages  and  fixed  the  price. 

As  this  evil  grew,  the  system  of  futures  was  devised,  and  devised  for  what  purpose? 
Devise  I  for  the  purpose  of  bridging  over  this  glut,  of  preventing  this  cotton  which 
came  from  being  pushed  upon  the  market,  thus  allowing  it  to  be  bought  by  a  man  who 
could  not  pay  for  it  at  once  but  who  could  do  so  two  or  three  or  four  months  off,  thus 
necessarily  spreading  the  larze  receipts  over  a  longer  priod  instead  of  throwing  them 
all  upon  the  market  and  causing  them  to  be  sold  for  the  prices  the  consumer  was  then 
willing  to  give. 

Mr.  George.  Will  the  Senator  allow  me  to  ask  him  a  question  for  information? 

Mr.  White.  Certainly. 

Mr.  George.  I  understand  the  position  of  the  Senator  from  Louisiana  with  refer- 
ence to  the  cotton  trade  to  be,  that  now,  owing  to  the  increased  facilities  for  marketing 
the  cotton  crop,  railroads  and  all  that  sort  of  thing,  contrary  to  the  fact  as  it  existed 
miny  years  ago,  when  a  very  large  amount  of  cotton  was  precipitated  into  the  New 
Orleans  market,  much  more  than  was  needed  then  by  the  consumers — am  I  right 
that  far? 

Mr.  White.  I  say  the  receipts  are  larger  now  than  they  were  then.  I  did  not  enter 
into  that  question.     I  spoke  of  the  price  of  cotton. 
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Mr.  George.  Then  I  understand  the  Senator  to  say — and  I  want  to  understand  him 
and  I  want  him  to  understand  me,  because  I  know  there  are  many  difficulties  about 
this  thing — I  understand  the  Senator  to  say  that  but  for  the  "  future  "  system  of  deal- 
ings this  cotton  would  be  thrown  upon  the  market  then  and  there  in  its  glutted  state, 
and  there  would  be  a  great  fall  in  the  price.     Is  that  right? 

Mr.  White.  I  was  not  saying  that  when  the  Senator  was  kind  enough  to  interrupt 
me.  I  had  advanced  that  as  a  theory  in  my  argument  before,  and  I  was  proceeding  to 
demonstrate  as  a  fact  that  it  was  so.  I  am  not  engaged  now  in  the  statement  of  theo- 
retical problems.  I  was  endeavoring  to  put  my  theories  to  the  touchstone  of  fact  by 
showing  that  such  was  and  is  the  case. 

Mr.  George.  Very  well.  Then  I  understand  the  Senator  to  change  his  position  a 
little  from  the  way  I  understood  him,  for  now  he  states  the  proposition  a  little  differ- 
ently, that  the  records  of  the  commercial  exchanges  and  the  cotton  exchanges  demon- 
strate the  fact  that  when  this  cotton  gets  into  New  Orleans  or  other  markets  in  the  fall 
in  this  arlutted  state,  the  result  is  that  there  is  a  fall  in  the  price? 

Mr.  White.  Always. 

Mr.  George.  Let  me  go  on.  Now,  I  understand  the  Senator  to  say  that  the  "future" 
sales  or  the  "future  "  system  will  counteract  that,  but  it  does  not  now  operate  in  that 
way  owing  to  the  "  future ' '  system.     Is  that  so? 

Mr.  White.  Oh,  no;  I  did  not  say  that.     I  said  not  to  the  same  extent. 

Mr.  George.  Very  well.     It  lessens  it,  then? 

Mr.  White.  It  lessens  it  seriously. 

Mr.  George.  Let  us  understand  this.  What  prevents,  under  this  bill,  every  single 
bale  of  cotton  that  reaches  New  Orleans  or  any  other  port  in  these  crowded  months, 
these  months  of  surfeit,  being  sold  for  future  delivery? 

Mr.  White.  I  beg  the  Senator's  pardon.  He  is  now  making  an  argument,  and  not 
asking  a  question. 

Mr.  George.  I  am  asking  a  question. 

Mr.  White.  No;  that  is  making  an  argument.  I  was  not  discussing  whether  it 
could  be  done  under  this  bill.  I  am  simply  now  demonstrating  the  fact  that  the 
system  of  "futures"  had  prevented  the  consequences  of  overreceipts,  and  in  the 
course  of  my  argument,  if  the  Senator  will  allow  me,  I  intend  to  discuss  the  matter 
he  is  speaking  of. 

Mr.  George.  I  am  very  much  obliged  to  the  Senator  for  his  courtesy;  but  this  is 
a  matter  in  which  my  constituents  feel  a  great  interest,  and  I  do  not  want  to  make 
a  mistake  about  it.  I  thought  that  the  Senator  had  asserted  a  proposition  and  a 
theory  which  could  not  be  made  to  fit  the  facts  of  the  case.  If,  now,  the  Senator, 
who  has  been  so  very  courteous  to  me  as  to  allow  me  to  interrupt  him  so  far,  thinks 
I  am  trespassing  and  that  he  will  answer  this  matter  further  on,  then  I  have  only  to 
say  that  I  thank  him  for  his  courtesy  so  far,  and  that  if  my  life  and  health  are  spared 
I  shall  try  some  time  during  this  debate  to  answer  any  position  which  he  may  take 
which  goes  to  show  that  the  price  of  this  large  amount  of  cotton  in  New  Orleans  or 
in  the  other  market  places  of  this  country  is  not  affected  by  the  future  sales,  except 
deleteriously. 

Mr.  White.  Mr.  President,  in  illustration  of  what  I  was  saying,  I  hold  in  my  hand 
a  table.  I  will  comment  upon  the  table  before  asking  to  have  it  printed  with  my 
remarks.  I  have  tabulated  the  receipts  of  cotton  at  the  ports  of  this  country  from 
1870-71  down  to  1891-92.  The'figures  are  startling.  From  September  1  to  December 
31  there  were  received  in  1870-71,  1,642,000  bales  of  cotton.  There  were  received 
in  1871-72,  1,392,000  bales. 

Mr.  George.  At  all  the  ports? 

Mr.  White.  At  all  the  ports.  Now,  I  want  to  call  attention  to  these  figures.  I 
shall  not  read  the  whole  list,  but  the  table  will  speak  for  itself  in  the  record  as  part 
of  my  remarks. 

In  1889-90  there  was  received  before  the  31st  day  of  December  4,270,000  bales. 
In  1870-71  the  amount  was  1,042,000  bales,  and  it  is  but  little  over  2,000,000  bales, 
as  a  rule,  running  down  the  list,  until  we  get  to  1878-79.     Then  it  was  2,651,000  bales. 

Mr.  George.  Let  me  ask  the  Senator  right  there  if  he  has  the  total  for  each  year, 
so  as  to  show  the  proportion? 

Mr.  White.  I  have  already  offered  as  part  of  my  remarks  such  a  statement. 

Mr.  George.  The  Senator  does  not  understand  me.  The  subject  will  be  more 
understandable  if  the  table  is  inserted. 

Mr.  White.  If  the  Senator  will  allow  me,  I  am  dealing  with  statistics,  and  if  he 
does  not  let  me  proceed  with  an  orderly  statement  he  will  confuse  me. 

Mr.  George.  1  do  not  wish  to  interfere  with  the  Senator. 

Mr.  White.  In  making  a  statistical  statement,  without  intending  to  be  discourteous, 
I  should  prefer  not  to  be  interrupted. 
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Mr.  George.  I  beg  pardon  of  the  Senator.     I  will  not  interrupt  him  again. 

Mr.  White.  We  had  not  reached  a  higher  figure  than  2,600,000  in  1876-77 ;  in  1891-92 
the  total  receipts  up  to  the  31st  dav  of  December  were  4,783,000  bales — nearlv 
5,000,000  bales. 

Now,  just  make  the  comparison.  In  1870-71  there  were  1,642.000  bales;  in  1891-92, 
4,783,000— nearlv  5.000,000  bales. 

The  table  referred  to  is  as  follows: 

Table  showing  the  increase  in  the  quantity  of  cotton  marketed  during  the  first  four  months 

of  the  season  since  1870. 


Season  of- 


Cotton  re- 
ceived at 
the  parts 
Sept. 1  to 
Dec.  31. 


Receipts  at 
the  p  arts 
for  entire 


Date  of 
arrival 

at  the 
ports  of 
one-half 

of  the 
season's 
receipts. 


Season  of- 


Bales.  Bales. 

1870-71 1,6*2,000  3.95S,000     Jan.  17 

1871-72 ;  1,392,000  2, 732, 000     Dec.  29 

1872-73 '  1,684,000  :  3,595.000     Jan.  8 

1873-74 ;  1,858,000  3;  764;  000     Jan.  1 

1871-75 2,106,000  3.509,000  '  Dec.  16 

1875-76 !  2,340,000  i  4,195,000  :  Dec.  23 

1876-77 i  2,601.000  ;  4,035,000  i  Dec.  S 

l>77-7< 2,39S;000  4, 33.,  000     Dec.  22 

1S7S-79 2,651,000  4,-51.000     Dec.  16 

1879-80 :  3, 13 1, 000  5,027,000     Dec.  10 

18S0-81 !  3,447,000  5,S7j.,000     Dec.  16 


Cotton  re- 
ceived at 
the  ports 
Sept. 1  to 
Dec.  31. 


!  Date  of 
i  arrival 
Receipt sat^   at  the 
the  ports     ports  of 
for  entire   !  one-half 
season.        of  the 
season 's- 
receipts. 


Bales.  Bates. 

1881-82 3,247,000  4,6>S.OOO 

1882-83 3,530,000  6,010.000 

18S3-S4 3,494,000  4,S00,000 

1884-85 3,642,000  4,77+,000 

18S5-S6 3,572,000  5,358,000 

1886-87 3.732.000  I    5,301,000 

1887-88 4.011,000  j    5,612.000 

1888-89 3,714,000  i    5, 547!  000 

1889-90 4,270.000  5,856,000 

1S90-91 4,430.000  ;    6,979,000 

1891-92 4.783,000  j  17, 150, 000 


I  Dec.     3 

:  Dec.   18 

1  Nov.  30 

Nov.  26 

j  Dec.     4 

1  Dec.     2 

Nov.  23 

Dec.     5 

Nov.  26 

Dec.     S- 

!Dec.     1 


1  Estimated  on  basis  of  receipts  to  July  15, 1892. 

A  comparison  with  20  years  ago  shows  that  the  receipts  at  the  ports  for  the  four 
months  ending  December  31.  1891,  were  nearly  three  and  a  half  times  larger  than  for 
the  corresponding  period  of  1871,  and  exceeded  the  receipts  of  1871  by  3,391,000  bales. 
The  cotton  marketed  during  the  first  four  months  of  the  season  of  1891-92  exceeded 
the  entire  crop  produced  in  any  season  previous  to  that  of  1878-79.  It  will  also  be 
observed  that  while  the  date  of  arrival  at  the  ports  of  one-half  of  the  season's  receipts 
was  in  1871  on  January  17,  the  date  of  such  arrival  of  recent  years  has  been  from 
November  23  to  December  3,  or  about  six  or  seven  weeks  earlier. 

Mr.  White,  j  his  table  also  shows  the  date  of  the  receipt  of  one-half  the  crop.  On 
it  I  find  this  instructive  statement:  One-half  of  the  total  crop  in  1870-71  had  arrived 
by  January  17;  in  1872-73,  January  8;  in  1873-74,  January  1;  and  now  and  then  one- 
half  of  the  crop  arrived  at  various  days  in  December.  In  i8SS-89,  by  December  5 
one-half  of  the  total  crop  had  arrived  in  the  city  of  New  Orleans  and  other  ports. 
In  the  following  year.  1890-91,  one-half  of  the  total  crop  had  arrived  by  December  8. 
Iri  1891-92  the  crop  is  estimated,  because  we  can  not  make  it  complete,  and  it  is  esti- 
mated on  the  basis  of  receipts  up  to  July  15. 

i  his  shows  the  great  pressure  of  receipts  on  the  market;  this  shows  how  the  cotton 
pours  in  now  at  an  early  day.  Who  is  to  buy  this  cotton?  If  all  this  cotton  is  precipi- 
tated upon  the  market  and  if  it  had  required  actual  buyers  to  be  then  and  there  ready 
to  take  it  up  for  immediate  delivery,  why  would  not  the  producers  have  been  at  the 
mercy  of  the  consumers?  How  can  I  show  that  this  system  of  futures  produced  the 
result  of  obviating  the  consequences  of  the  glut  by  selling  not  only  to  those  wanting 
for  the  present  but  also  to  those  requiring  it  for  the  future  or  more  remote  periods? 
I  think  I  can  do  so  not  only  by  reasoning  but  also  by  facts 

Mr.  Butler.  May  I  interrupt  the  Senator  a  moment,  because  I  want  to  get  at  the 
real  facts,  and  I  know  he  does? 

Mr.  White.  Certainly. 

Mr.  Butler.  Is  it  not  a  fact  that  a  great  deal  of  the  cotton  which  the  Senator  says 
goes  into  all  the  ports  of  the  United  States  at  certain  dates  has  been  already  bought 
from  the  producers? 

Mr.  White.  Yes.  sir:  of  course. 

Mr.  Butler.  The  farmer  has  sold  it? 

Mr.  White.  There  is  no  doubt  about  that. 

Mr.  Butler.  So  that  when  the  argument  is  made  that  that  has  any  effect  upon 
the  producer,  I  submit  to  the  Senator  if  it  were  true,  and  if  the  statement  which  I 
have  just  made  be  true,  his  argument  falls  to  the  ground. 
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Mr.  White.  On  the  contrary,  it  confirms  my  argument.  If  the  Senator  under- 
stands— and  I  was  coming  to  that  as  an  entire  answer  to  the  Senator  from  Mississippi 
[Mr.  George] — it  is  just  a  confirmation  of  my  argument  "strong  as  proof  of  Holy  Writ. " 
I  will  demonstrate  it  if  the  Senator  will  have  a  little  patience. 

Mr.  Butler.  I  am  patient. 

Mr.  White.  I  say  the  effect  of  the  arrival  of  all  this  cotton  was  necessary  to  reduce 
the  price.  What  else  could  it  do?  It  always  has  done  it,  and  does  it  with  every 
product.  I  have  shown  the  vast  increase  of  the  receipts  for  a  given  time  in  the  modern 
period  over  the  old  period,  resulting  from  modern  facilities.  Now  I  propose  to  make 
a  comparison  showing  how  much  cotton  fell  before  the  "future"  period,  at  the  time 
of  large  receipts  of  the  crop,  and  how  much  it  fell  after  the  "future"  period.  If  I 
find  that  after  the  "future' '  period  the  decline  in  cotton  from  the  pressure  of  receipts 
was  less  than  it  was  before  the  "future"  period,  although  the  receipts  have  been 
largely  increased,  do  I  not  make  a  demonstration  that  can  not  be  answered?  1  he 
fact  that  there  was  a  decline  in  both  periods  is  not  gainsaid,  the  question  is,  In  which 
period  has  there  been  the  least  decline? 

I  hold  in  my  hand  an  exhibit  of  the  dates  of  the  lowest  prices  for  cotton  in  New 
York  during  each  season  from  1850-51  to  1860-61— that  is,  a  period  before  futures. 
I  do  not  take  in  the  period  from  1861-62  to  1870-71,  because  of  the  war  and  the  fluctua- 
tions in  gold.  I  stop  at  1861,  because  the  war  intervened,  and  if  I  went  into  the  sub- 
sequent period,  before  1880,  questions  of  gold  value,  of  the  rate  of  exchange,  and  the 
disturbance  of  currency  resulting  from  the  war  would  be  factors  in  the  problem.  I 
desired  to  make  an  accurate  compilation.  The  statement,  as  I  have  said,  shows  the 
lowest  point  to  which  cotton  fell  from  1850-51  to  1860-61,  and  from  1880-81  to  18SO-91. 

I  take  these  two  periods,  one  before  the  system  of  "futures"  and  one  after.  I 
want  to  show  the  fact  that  the  incoming  crop  caused  a  glut  in  the  market  and  thus 
produced  a  depression  in  price  which  was  common  to  both  periods.  It  does  that, 
as  I  said  just  now,  in  every  product,  and  that  glut  occurred  at  about  the  same  time 
relatively.  Here  it  is.  In  1883-84  the  lowest  price  was  September  1,  1883;  take 
1853-54,  and  the  lowest  price  was  October  21,  1853;  take  1884-85,  and  the  lowest  price 
was  October  24,  1884;  and  the  lowest  price  in  1854-55  was  December  15,  1854;  take 
1885-86,  and  the  lowest  price  was  February  26,  1886;  and  the  lowest  price  in  1855-56 
was  November  9,  1855. 

The  depression,  therefore,  of  both  periods  was  as  a  rule  coincident  with  largest 
receipts. 

Dates  of  lowest  prices  of  middling  upland  cotton  in  New  York  during  each  season  from 
1850-51  to  1860-61,  and  from  1880-81  to  1890-91. 


Season  of— 

Date  of  low- 
est price. 

Season  of— 

Date  of  low- 
est price. 

1850-511 

Aug.     5, 1851 
Dec.   26,1851 
Dec.   14,1852 
Oct.    21,1853 
Dec.   15,1854 
Nov.    9, 1855 
Sept.    2,1856 
Jan.     5, 1858 
June    3, 1859 
July   20,1860 
Dec.     5, 1860 

1880-81 3 

May   10.1SS1 
Oct.    17,1881 
Apr.     4,1883 
Sept.    1,1883 
Oct.    24,1884 
Feb.  2t;.  1886 

1851-52 

1881-82 

1852-53 

1882-83 4 

1853-54 

1883-84 

1851-55 

1884-85 

1855-56 

1885-86. . . 

1856-57 

1886-87. . . 

Nov.    A   L886 

1857-58 

1887-88... 

Oct.     3  1887 

1858-59  2 

1888-89 

Oct.     7  1888 

1859-60  2 

1889-90 

Nov.    4  1889 

1860-61 

1890-91  ■' 

Aug.  17,1891 

1  Crop  of  1851-52  proved  to  be  the  largest  up  to  that  date,  and  when  it  became  apparent  in  August,  lvi . 
that  the  new  crop  would  be  greatly  in  excess  of  any  prev  ions  seascn  prices  could  in  t  be  maintain  t  d. 

2  Warlike  apprehensions  in  Europe  caused  serious  declines  in  prices  in  June,  1859,  and  i\  ly,  I860. 

3  Crop  of  1880-81  was  largest  grown  up  to  that  time.    It  exceeded  previous  crop  845,000  bales.    Its  vast 
;ize  was  not  fully  realized  by  the  trade  until  May,  1881,  when  prices  declined  under  the  large  st(  eks. 

4  Crop  of  1882-83  exceeded  all  previous  crops,  and  was  about  L,500,000  bales  greater  than  the  preceding 
;rop.    This  was  not  plainly  seen  until  April,  1883,  when  prices  declined  t<  U  west  oi  the  seas*  n. 

5  Crop  of  1890-91  exceeded  the  estimates  made  in  November,  1890,  by  over  1,000,000  bales,  and  when  it 
was  seen  that  the  crop  of  1891-92  would  also  be  large  the  prices  gen  e  way. 

Now,  I  want  to  call  attention  to  another  fact.  I  hold  in  my  hand  a  statement  of 
the  total  sales  of  futures  in  New  York  and  New  Orleans.  Every  future  sale  is  registered 
in  the  New  Orleans  and  New  York  Cotton  Exchanges.  The  statement  contains  the 
future  sales  in  the  cities  named  of  the  cotton  crop  from  1880-81  to  1890-91,  inclusive- 
the  whole  volume  of  those  sales,  the  volume  of  the  crop,  and  the  average  price  of 
spot  cotton  for  each  season. 
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The  table  referred  to  is  as  follows: 

Total  sales  of  futures  in  New  York  and  New  Orleans,  and  cotton  crops  1880-81  to  1890-91 ,. 

inclusive. 


Season  of— 

New  York. 

New  Orleans.  |         Total.                  Crops. 

Average 

price 
middling 

in  New" 
York. 

1880-81 

26,721,800  1            5,239,600  |          31,961,400              6,605,760 
32,  768, 000                2. 124.  900             34.  892'.  9  TO                5  456  048 

llf 

m 

m 

11 

1881-82 

1882-83 

25,907.100 
24,  82S.  600 
21,462,900 

11,712,800 
8, 939.  400 
8,  263, 000 

37,619,900  ,            6.949,756 
33,  76?;  00O              5, 713.  200 
29.725,900               5.706,165 
32,401,200              6.575,691 

1883-84 

1884-85 

m 
io| 

10* 

1885-86 

25.  382,  500 

7.  018.  700 

1886^87 

28,079, S00  ;          11, 64^  500 

39  722  300                rt  SOS  0R7 

1887-88 

28.924.400,            8,709,800            37, 63*,  200              7,045,833 

20,184,400  1            6,747.900             26.932.300               6.93^,290 
21,084,100              6,917.900                   02,000              7.311.322 

26,389,500.            9,141,400             3.3.530,900,            8.652,597 

1888-89 

1889-90.  '_ ....... V.V.V.V. ..... 

1S90-91 . . . 

Total 

281,733.100             86.457.900!         36<M91000             73  459  479 

' 

: .  '    1      '        1 

Those  figures  absolutely  demonstrate  that  the  greater  the  volume  of  "''future"  sales 
to  the  volume  of  the  crop,  the  higher  the  average  price  was  for  spot  cotton.  Fere 
thev  are  compiled  from  Cotton  Facts,  a  book  of  unquestioned  authority  in  the  cotton 
trade,  its  author,  Mr.  Shepperson,  hems:  in  no  way  a  dealer  in  cotton,  but  demoting 
his  time  and  talents  to  the  literature  of  the  subject.  I  wish  to  print  the  table  in  the 
record  as  part  of  my  remarks,  and  I  call  every  Senator's  attention  to  it.  particularly 
those  from  cotton-growing  States.  This  table  shows  that  ta  ing  the  volume  of  future 
sales  and  the  volume  of  crops,  that  the  average  price  of  actual  spot  cotton  was  higher 
when  the  volume  of  "futures"  bore  the  largest  proportion  to  the  volume  of  the  crop. 

\Vhat  does  this  illustrate?  It  illustrates  a  very  simple  elementary  proposition  of 
political  economy,  as  clear  as  two  and  two  make  four;  that  is.  that  prices  are  always 
higher  in  an  active  market;  that  the  more  trading  there  is,  the  more  you  get  for  the 
thing  traded  in.  But  when  I  showed  this  table  to  a  distinguished  Senator  the  other 
day.  he  said  to  me,  "That  table  does  not  "Drove  anything;  you  have  taVen  the  average 
price  of  the  year."  Now,  the  complaint  is  and  I  want  to  call  your  attention  to  the 
fact,  that  the  effect  of  this  future  dealing  is  not  that  it  does  not  give  as  high  an  average 
price,  but  that  it  is  a  snare  and  a  delusion  to  the  farmer,  and  that  it  is  a  system  of 
"now  you  see  it,  and  now  you  don't:"  that  when  the  glut  comes  the  farmer's  cotton 
is  taken  at  a  low  price  and  sold  at  a  high  one  after  the  farmer  has  already  mar  eted. 

In  other  words,  the  claim  is  that  the  future  dealer  tal-  es  the  hand  of  the  farmer 
and  leads  him  down  into  the  depths  of  the  Slough  of  Despond,  and  when  he  is  led 
down  and  all  his  products  taken  away  from  him,  then  up  goes  the  price  and  the  specu- 
lators take  the  advantage.  That.  Mr.  President,  is  absolutely  and  entirely  false  in 
even*  particular,  as  shown  by  my  figures.  Although  it  is  untrue,  it  seems  to  be  an 
opinion  entertained  by  some,  doubtless  from  error  of  fact. 

I  now  send  to  the  desk  to  be  read  the  testimony  of  Mr.  D.  W.  McCime,  who  repre- 
sents the  National  Farmers'  Alliance. 

The  Presiding  Officer.  The  paper  referred  to  will  be  read. 

The  Secretary  read  as  follows: 

"Now,  then,  if  the  claim  be  just,  which  is  made  by  the  other  side  here,  that  this 
future  selling  regulates  and  controls  and  keeps  up  the  market,  and  if  it  also  be  true 
that  it  can  be  made  to  have  a  temporary  enect  upon  the  market,  then  it  follows  if  the 
pressure  brought  to  bear  at  the  beginning  of  the  season  temporarily  reduces  prices, 
then  by  means  of  this  system  they  keep  it  down,  and,  as  was  ably  shown  by  the  gentle- 
men from  Minnesota  who  testii  ed  on  our  side,  it  had  the  effect  of  frightening  away 
would-be  investors,  that  it  frightens  away  legitimate  capital  that  would  otherwise 
be  induced  to  hold  this  crop  when  there  was  a  superabundance,  and  if  they  could 
estimate  on  the  volume  of  the  crop  and  the  volume  of  the  demand  and  have  some 
reason  to  believe  it  was  an  investment  they  would  go  into  it,  but  owing  to  the  manip- 
ulation of  these  futures  it  was  so  unsettled  an  operation  that  it  horned  oif  and  kept 
the  legitimate  investors  frightened  away,  and  they  would  not  take  hold  of  it  at  all. 
Now,  the  same  is  true,  and  the  point  that  I  am  gradually  intending  to  show  is  this, 
that  by  this  system  they  keep  the  mills  horned  off.  They  squeeze  the  cotton  out  of 
the  producer  and  they  keep  the  consumer  horned  off,  so  that  he  will  not  buy  a  pound 
of  cotton  until  he  is  compelled  to  have  it,  and  they  keep  legitimate  capital  frightened 
away  so  that  they  will  not  invest  in  it. 
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"Now,  this  system  does  not  result  from  a  little  buver  who  buys  a  few  hundred  bales 
and  sells  against  it  while  his  cotton  is  going  to  market;  it  is  not  from  legitimate  business 
men  at  all,  but  it  is  done  by  these  combinations  that  manipulate,  that  squeeze  the  crop 
out  of  the  hands  of  the  producer  and  hold  it  through  the  season,  and  deal  it  out  in 

driblets  as  they  need  it  at  a  high  price. 

*  *  ■*  *  *  *  * 

"Of  course  that  is  impossible;  but  I  do  believe  that  there  is  a  certain  part  of  it — that 
is,  the  part  of  it  that  is  carried  on  a  large  scale  at  exactly  the  right  time,  when  the  crop 
commences  to  move,  when  the  money  is  scarce,  when  the  big  buyers  who  have  agents 
all  over  the  country  want  to  buy,  that  they  can  turn  and  fairly  flood  the  leading  future 
market — New  York — with  sales  and  offers  tx>  sell  and  depress  the  price  very  materially. 
I  do  not  see  how  anyone  can  deny  that.  Now,  I  am  taking,  Mr.  Chairman,  a  more 
conservative  position  perhaps  than  I  believe,  but  I  am  taking  it  so  as  to  be  sure  and 
just." 

Mr.  White,  Before  I  meet  that  argument  I  desire  to  call  attention  to  the  difference 
between  the  Senator  from  Minnesota  and  this  gentleman.  The  idea  of  the  Senator 
from  Minnesota  seems  to  be  that  this  future  system  prevents  the  enhancement  of 
price,  drives  it  down  always  and  continuously.  The  idea  of  the  gentleman  whose 
statement  has  just  been  read  is  not  that  futures  affect  the  price  continuously,  but 
that  futures  make  the  price  low  while  the  farmer  is  selling  and  then  make  it  high  when 
the  speculator  has  gotten  it.  The  two  pretensions  can  not  be  both  true.  The  Senator 
from  Minnesota  said  yesterday  that  the  effect  of  futures  was  such  that  when  a  man 
bought  he  could  never  sell  with  profit;  he  could  not  carry  it;  he  could  not  get  along. 
If  a  man  be  a  buyer,  then  it  seems  to  me  he  would  buy  at  the  season  when  these  specu- 
lative buyers  would  be  in  the  market — that  is,  1  uy  when,  if  McCune  be  right,  they 
were  closing  the  farmer  out  cheap,  and  sell  when  the  speculators  were  raising  the 
price.     That,  it  seems  to  me,  would  be  the  time  tc  sell. 

If  this  is  a  system  by  which  the  cotton  factors  and  all  those  representing  the  cotton 
planter  put  the  crop  down,  when  it  is  coming  in  buy  it,  and  then  raises  the  price  and 
sell  it  high  for  themselves,  it  seems  to  me  that  is  a  1  ind  of  business  that  would  just 
suit  the  miller.  But  the  Senator  from  Minnesota  says  that  that  does  not  exist,  although 
Mr.  M cCune  says  it  does. 

To  show  that  this  view  is  not  true,  I  have  mace  a  comparison  of  prices  of  middling 
upland  cotton  in  New  York  from  1880  to  1891  with  the  period  from  1850  to  1861,  the 
same  standard  of  comparison  being  applied  to  both.  I  have  taken  the  prices  during 
both  periods.  Here  thev^  are  during  the  time  when  the  future  system  did  not  exist, 
from  1850  to  1861.  Here  they  are  when  the  future  system  did  exist,  from  1880  to  1891. 
I  have  taken  those  two  sets  of  prices  and  made  the  calculation,  and  any  man  can 
make  it. 

I  will  print  the  table  as  a  part  of  my  remarks.  It  shows  the  range  of  fluctuation  in 
the  two  periods.  What  was  it?  Why,  sir,  the" greater  range  of  fluctuation  was  in  the 
period  from  1850  to  1861,  before  futures.  In  1850-51  the  fluctuation  was  3-j^  cents 
more  than  the  range  of  fluctuation  in  the  first  year  of  the  other  period,  1880-81.  In 
1851-52  it  was  fifteen-sixteenths  more  than  it  was  in  1881-82.  In  1854-55  it  was  2h 
cents  more  than  in  1884-85.  In  1856-57  it  was  2^  cents  more  than  it  was  in  1886-87. 
In  1857-58  it  was  4-f|  cents  more  than  in  1887-88.  There  are  but  three  years  in  the 
whole  time  in  which  the  range  of  fluctuation  in  the  period  where  futures  obtained  was 
greater  than  the  range  of  fluctuation  existing  before  the  future  period,  and  those  three 
years  are  explained  by  the  occurrence  of  disturbances  which  operated  on  the  maris  et 
entirely  extraneous  from  the  future  question.  I  will  annex  explanations  of  these 
years  by  way  of  notes  to  the  table. 

Comparison  of  prices  of  middling  upland  cotton  in  New  York  since  1880  with  the  period 

from  1850  to  1860. 


Season  of— 


1880-81 
1881-82 
1882-83 
1883-84 
1884-85 
1885-86 
1886-87 
1887-88 
1888-89 
1889-90 
1890-91 


13 

13A 

12« 

H+f 
111 

m 

f 

12§ 

11 


10. -j 
1H 
10" 
10* 

& 

iol 
7H 


2* 

ivV 

| 

if? 

•A 

?** 

i* 

21 

3A 
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Comparison  of  prices  of  middling  upland  cotton  in  New  York  since  1880  with  the  period 
from  1850  to  1860— Continued. 


Season  of- 


Highest 
price. 


Lowest 
price. 


Range 

of 

fluctua' 

tions. 


Greater  j      Less 

range  of  !  range  of 

prices  in  :  prices  in 

period    :    period 

;    before        before 


1850-51 

14J 

1            11 

8J 

1 

9" 

111 

81 

10| 
10* 
10" 

6 
2| 

11 
1* 

H 

2| 

44 
6| 
21 

li 
4 

3fr 
if 

1851-52 

1852-53 

1H 

HI 

13 

ii| 

151 

15| 

13* 

11^5 

1853-54 

2i4 

1354-55 

21 

It 

l 

1855- n 

1856-57 

1857-58 

1858-59 

1859-60 

ll| 

3  1+ 

1S60-61* 

14 

•rl 

1  The  crop  of  1882-83  was  the  largest  gro^n  np  to  that  time  and  exceeded  the  previous  crop  1,500,000 
bales.  Prices  yielded  under  the  pressure  of  excessive  receipts  and  sto:-ks,  thus  causing  wider  fluctuation 
in  prices. 

2  The  season  of  1883-84  opened  under  the  depressing  influence  of  the  large  stocks  remaining  in  the  United 
States  and  Liverpool  from  the  crop  of  the  previous  season  (an  increase  of  about  3^0,000  bales),  and  the 
lowest  prices  were  current  from  Sept.  1  to  Tan.  1.  The  condition  of  the  new  crop  planted  in  the 
spring  of  ISSi  was  unfavorable  and  this  caused  a  sharp  advance,  thus  widening  the  range  of  fluctuations. 
The  crop  proved  to  be  1,237,000  less  than  the  previous  one. 

3  in  the  ft-st  four  months  of  the  season  of  l>*9-°0  the  receipts  at  the  ports  were  the  largest  previously 
recorded, reaching  4,270,000  bales,  and  exceeding  the  receipts  of  the  corresponding  period  of  the  previous 
season  by  556,003  bales.  Under  this  pressure  prices  receded  from  llf  cents  on  :ept.  1  to  10J  cents  on  Nov.  4, 
this  latter  price  being  the  lo  vest  of  the  season. 

*  ?  i?es  for  1S80-61  are  to  the  end  of  April.  The  Civil  War  was  a  disturbing  factor  after  that  date  and 
prices  advanced  before  close  of  the  season  (Aug.  31)  to  20  cents,  making  a  range  for  the  entire  season  of 
10  cents. 

Reference  to  the  seasons  from  1866-67  to  1S79-S0  has  been  omitted  because  they 
covered  what  is  known  as  the  reconstruction  period,  as  well  as  the  time  of  suspension 
of  specie  payments.  The  fluctuations  in  cotton  during  these  years  were  very  great, 
and  the  fluctuations  for  the  four  years  immediately  preceding  the  establishment  of 
the  future-delivery  business  in  New  York  were  the  largest  of  which  there  is  any  record. 
The  fluctuations  for  middling  cotton  in  Xew  York  in  1866-67  were  17  cents:  in*lS67-6:>, 
17|  cents:  in  1S6S-69,  lOf  cents:  in  1869-70,  15|  cents. 

But  it  may  be  said  you  have  calculated  in  the  range  of  fluctuation,  and  in  order  to 
arrive  at  the  range  of  fluctuation  you  have  taken  the  highest  and  lowest  price  during 
the  whole  year.     There  is  no  other  way  to  do  it. 

Mr.  Ransom.  Will  my  friend  allow  me  to  interrupt  him? 

Mr.  White.  Certainly. 

Mr.  Ransom.  Will  the  Senator  give  us  the  list  of  prices  representing  the  period? 

Mr.  White.  I  have  not  the  list  of  prices  under  my  hand.  The  prices  were  higher 
before  the  future  period. 

Mr.  Ransom.  They  were  higher  in  the  first  period,  were  they  not,  the  period  when 
they  had  no  futures,  than  in  the  period  when  they  had  the  actual  prices? 

Mr.  White.  Of  course,  cotton  was  generally  higher  years  ago  than  now,  and  so  with 
everything  else.  There  is  no  contention  about  that.  There  is  no  contention  in  this 
testimony  here  anywhere  that  the  effect  of  the  future  system  was  to  lower  the  price  of 
cotton.  I  have  read  the  statement  of  Mr.  McCune  in  which  he  says  that  the  effect 
of  this  system  is  not  to  affect  the  general  price  but  to  make  cotton  low  when  the  farmer 
is  selling  and  high  when  he  is  not  selling. 

If  the  Senator  will  turn  to  the  Statistical  Abstract  and  make  a  comparison  with  all  of 
our  agricultural  products  which  are  not  sold  by  future  delivery  he  will  find  that 
shrinkage  in  value  affects  not  only  cotton  but  all  other  things  in  this  country  equally. 
To  attribute  general  shrinkage  in  value  (which  has  affected  the  whole  country, 
affected  things  which  are  not  covered  by  futures  as  well  as  things  which  are  covered 
by  futures  i.  to  the  future  system,  when  the  record  does  not  contain  any  such  pre- 
tension, when  the  gentlemen  whom  they  are  combating  for  say  it  is  simply  to  prevent 
them  from  being  skinned  by  having  the  price  put  down  and  then  put  up,  is  asking 
me  a  question  which,  in  my  judgment,  is  entirely  out  of  the  record. 

Mr.  Ransom.  My  friend  will  pardon  me.  He  invited  the  question,  or  I  should  not 
have  asked  it,  by  a  remark  which  he  just  made  to  me  in  a  low  voice.  He  was  speaking 
of  the  fluctuations,  and  I  simply  desired  the  information  for  myself  and  the  Senate  to 
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show  what  the  comparative  prices  were  in  the  two  representative  periods  he  desig- 
nated. I  asked  the  Senator  this  simple  question  for  information,  and  I  hope  he  will 
not  hold  me  responsible  for  what  any  other  person  has  said  are  complaints  of  farmers 
and  what  are  not. 

Mr.  White.  I  thought  I  had  fully  answered  that  question  by  what  preceded,  when 
I  exhibited  a  table  showing  the  volume  of  futures  and  the  volume  of  crop,  and  the 
price,  and  showed  that  price  depended  absolutely  upon  the  law  of  supply  and  demand 
and  not  upon  the  quantity  of  futures.  I  thought  that  question  had  been  answered. 
I  think  now  to  my  mind  it  is  perfectly  and  absolutely  and  satisfactorily  answered. 

Mr.  Ransom.  I  did  not  mean  to  be  involved  in  this  little  colloquy  between  us,  but 
I  took  the  liberty  of  reading  a  part  of  the  memorandum  which  the  Senator  had  offered 
to  show  that  the  price  of  cotton  was  highest  when  the  volume  of  futures  was  largest. 
He  read  the  memorandum  to  the  Senate  to  show  that  the  price  of  cotton  was  highest 
when  the  volume  of  futures  was  largest.  .1  read  hastily  the  memorandum,  and  I  have 
it  now  before  my  eye.  I  learned  from  the  memorandum  that  the  price  of  cotton  was 
highest  when  the  supply  was  smallest,  and  that  the  volume  of  futures  had  nothing  to 
do  with  the  price  one  way  or  the  other,  or  at  least  it  did  not  have  the  effect  the  Senator 

attributed  to  it.     For  instance 

Mr.  White.  I  think  the  Senator  ought  not  to  interrupt  me  by  making  a  speech  at 
this  time. 
Mr.  Ransom.  All  right;  I  will  not. 
Mr.  White.  I  am  engaged  in  a  regular  argument. 

Mr.  Ransom.  I  am  very  sorry 

Mr.  White.  I  appreciate  the  Senator's  regret  at  interrupting  me,  and  I  know  how 
keenly  he  feels  its  force. 

Mr.  Ransom.  While  the  Senator  was  in  his  seat  and  the  Clerk  was  engaged  in  read- 
ing I  asked  him  a  little  question,  and  he  said  he  wished  I  would  ask  him  then,  so  he 
could  satisfy  my  mind.     But  my  mind  is  not  satisfied.     I  am  an  anxious  inquirer. 
Mr.  White.  Evidently  the  Senator  is  very  anxious. 

Mr.  Ransom.  I  am  very  sorry  I  disturbed  my  friend — extremely  sorry.  I  did  not 
mean  to  do  so.     It  is  a  thing  I  am  verv  rarely  guilty  of  in  the  Senate. 

Mr.  White.  The  solicitude  of  the  Senator  from  North  Carolina,  I  think,  would  be 
fully  answered  if  he  had  listened  to  what  I  said  when  I  produced  this  table.  I  never 
thought,  and  I  made  no  such  statement,  that  the  price  depended  upon  the  volume  of 
futures;  but  I  said  that  the  average  price  of  the  years  since  the  existence  of  futures 
was  largest  in  the  proportion  the  quantity  of  futures  bore  to  the  crop.  Of  course 
that  statement  is  a  mathematical  statement  of  the  proposition  that  the  law  of  supply 
and  demand  governed,  as  the  volume  of  futures  depended  upon  the  volume  of  crop. 
The  Senator  looks  at  the  statement  and  says  the  statement  demonstrates  that  the 
price  depended  upon  supply  and  demand,  and  yet  he  asked  me  whether  futures 
affected  it.  That  is  the  answer  I  got. 
Mr.  Ransom.  I  did  not  understand  the  Senator,  then. 

Mr.  White.  In  order  to  prevent  any  possible  implication  that  this  calculation  of 
average  embraced  any  very  low  period  or  very  high  period,  I  have  taken  the  price 
of  middling  cotton  in  New  York  from  1880-81  to  1890-91,  month  by  month,  and  also 
during  the  period  where  no  futures  existed,  month  by  month,  from  1850-51  to  1860-61, 
and  it  shows  beyond  a  peradventure  of  a  doubt  large  and  abnormal  fluctuations, 
month  by  month,  before  futures.  That  is  the  very  condition  of  things  which  is  com- 
plained of  here  existed  then,  and  it  also  shows  the  absence  of  such  a  condition  of 
things  during  the  future  period. 

In  other  words,  taking  the  prices  month  by  month  since  the  future  period,  you  find 
a  small  decline,  a  decline  when  the  cotton  begins  to  come  in,  but  the  rate  of  decline 
from  that  declining  point  throughout  the  year  is  less  than  was  the  rate  of  the  fall  in 
the  period  where  no  futures  obtained.  Taking  the  fluctuations,  following  them  month 
by  month  since  futures,  you  find  the  amount  a  fraction  of  a  cent.  Taking  the  fluc- 
tuations during  the  other  period,  it  is  not  infrequent  that  they  run  up  into  large  fig- 
ures. I  will  take  some  of  them  as  examples.  Take  1884-85,  December  was  1.39 
above  September;  1854-55,  December  was  1  cent  below  September.  In  other  words, 
despite  the  incoming  of  the  crop  in  1884-85,  December  prices  had  been  driven  up 
to  1.39  above  what  cotton  opened  at  the  commencement  of  the  season,  whilst  in 
1854-55  it  had  lowered  in  price  1  cent  from  the  beginning  of  the  season.  Of  course 
all  these  statements  refer  to  the  prices  of  actual  cotton. 

Go  to  another  year.  Take  1885-86;  October  prices  were  0.21  below  September. 
In  1855-56  they  were  1  cent  below  September.  Take  18S7  88;  December  was  above 
November  0.35.     In  1857-58  December  was  below  November  2  cents.     1  n  other  words , 
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the  very  process  which  is  complained  of  here  occurred  before  the  future  period  and  not 
since  the  future  period.  Why  was  this?  Because  futures  held  the  market  with  a 
steady  hand ;  and  although  there  was,  as  a  rule,  a  decline,  that  decline  has  been  small 
compared  with  the  persistency  of  decline  and  the  abnormal  fluctuations  which  took 
place  before  futures  came  into  existence.  Now,  if  this  is  not  a  complete  answer  to 
the  complaints,  I  do  not  know  what  could  be.  I  submit  this  table  to  be  printed  as  a 
part  of  my  remarks: 

Average  price  of  middling  cotton  in  New  York  for  each  month  and  for  each  season  1850-51 
to  1860-61  and  1880-81  to  1890-91. 


Months.         1850-51  1851-52  1852-53  1853-54  1854-55  1855-56  1856-57  1857-58  1858-59  1859-60  1860-61 1880-81 


September 

October 
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June 
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11.00 
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lift 
lift 

10ft 
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HI 
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12.00 


11.80 
11.25 
11.27 
11.92 
11.91 
11.  59 
11.00 
10.80 
10.64 
11.05 
11.45 
12.25 

11.75 


Months. 


September 

October 

November 

December 

January 

February 

March 

April 

May 

June 

July 

August , 

Average  for  season 


1881-82 


12.22 
11.61 
11.81 
11.97 
11.94 
11.77 
11.99 
12.18 
12.20 
12.28 
12.78 
12.97 
12.25 


1882-83 


12.40 
11.12 
10.48 
10.  33 
10.17 
10.22 
10.16 
10.17 
10.85 
10.  53 
10.09 
10.14 
11.50 


1883-84 


10.37 
10.61 
10.51 
10.45 
10.66 
10.75 
11.04 
11.80 
11,64 
11.36 
11. 03 
10.88 
11.00 


1884-85 


10.56 
9.95 
10.19 
10.95 
11.12 
11.19 
11.31 
11.02 
10.89 
10.78 
10.33 
10.41 
10. 62i 


1885-86 


10.06 
9.86 
9.41 
9.28 
9.25 
9.08 
9.11 
9.25 
9.24 
9.21 
9.50 
9.40 
9.50 


1886-87 


9.33 
9.33 
9.17 
9.47 
9.50 
9.50 
10.00 
10.58 
11.00 
11.16 
10.58 
9.85 
10.  31J 


1887-88  1888-89 


9.81 
9.51 
10.20 
10.55 
10.53 
10.61 
10.15 
9.87 
10.00 
10.16 
10.55 
11.02 
10.  37£ 


10.45 
9.86 
9.93 
9.81 
9.87 
10.05 
10.18 
10.63 
11.10 
11.08 
11.23 
11.39 
10. 62J 


11.28 
10.61 
10.26 
10.27 
10.59 
11.19 
11.41 
11.70 
12.20 
12.14 
12.11 
11.81 
11.50 


1890-91 


10.54 
10.28 
9.60 
9.39 
9.37 
9.17 
8.99 
8.94 
8.90 
8.51 
8.25 
8.10 
9.43! 


-92 


8.61 
8.51 
8.16 
7.94 
7.55 
7.25 
6.87 
7.11 
7.32 
7.58 


7.69 


i  Nominal. 

1884-85,  December  1.39  cents  above  September;  1854-55,  December  1  cent  below  September;  1885-86, 
October  0.20  cent  below  September;  1855-56,  October  1  cent  below  September;  1887-88,  December  above 
November  0.35  cent;  1857-58,  December  below  November  2  cents. 


But  there  is  other  overwhelming  evidence  of  the  advantage  which  has  resulted 
from  future-delivery  transactions.  I  affirm  that  the  certain  effect  of  futures  has  been 
to  relieve  the  American  producer  from  the  grasp  of  the  British  spinner;  has  been  to 
decrease  the  shipping  margin  between  the  New  York  and  Liverpool  markets,  thus  to 
that  extent  assisting  the  producer.  I  hold  in  my  hand  a  comparative  statement  as 
to  the  values  of  middling  and  upland  cotton  in  Liverpool  and  New  York  at  the  times 
of  the  lowest  prices  in  New  York  in  1844,  1845,  1848,  and  the  lowest  price  in  1892 — 
making  allowance  for  the  difference  in  freight  charges  and  the  equivalent  for  the 
delay  in  time.     I  submit  the  table  to  be  published  in  connection  with  mv  remarks: 
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Comparative  values  of  middling  upland  cotton  in  Liverpool  and  New  York,  at  the  times 
of  lowest  prices  in  New  York  in  the  years  1844,  1845,  1848,  and  1892,  making  allowance 
for  difference  in  freight  charges  and  an  average  m.ail  date  equivalent  of  35  days  later  than 
Liverpool  date  for  the  New  York  date.     Exchange,  4-85. 


Date. 


Liver- 
pool 
price. 


Freight. 


Liver- 
pool 
price, 
freight 
paid. 


Equal 
Ameri- 
can 
money. 


New 
York 
price. 


Differ- 
ence Of 

shipping 
margin. 


Nov.  25, 1844. 
Feb.  7,  1845.. 
Apr.  7,  1848.. 
Mar.  3,  1892.. 


Pence. 
3| 

3f 


Pence. 
I 
I 

■h 


Pence. 
3£ 
3i 

m 

3H 


Cents. 
7A 


Cents. 

5| 

7A 


Cents. 


This  statement  is  remarkable  in  two  respects: 

1.  The  enormous  margin  required  in  the  past  by  the  cotton  merchant  to  protect  himself  against  a  decline, 
as  compared  with  the  present,  when  he  can  protect  himself  by  selling  for  future  delivery. 

2.  The  wide  fluctuation  in  that  margin,  ranging  from  1£  cents  to  2|  cents,  showing  the  lack  of  stability 
in  values. 

It  is  also  a  well-known  fact  in  the  cotton  trade  that  during  the  years  of  low  prices  cited  cotton  in  the 
southern  ports  sold  for  less  than  4  cents  per  pound,  while  now,  with  the  same  or  lower  range  of  prices  cur- 
rent in  Europe,  it  is  bringing  6  cents  per  pound  in  the  South. 

These  figures  show  that  on  November  25,  1844,  cotton  in  Liverpool  was  3|  pence. 
The  freight  was  three-eighths  pence.  The  Liverpool  price,  freight  paid,  was  3|  pence, 
the  equal  in  American  money  of  7^  cents.  The  New  York  price  was  5^-  cents, 
leaving  a  shipping  margin  of  If  cents.  Now,  go  to  February,  1848;  the  shipping 
margin  is  \\  cents;  in  April,  1848,  it  is  2|  cents.  These  facts  show  that  there  existed 
between  the  Liverpool  price  of  cotton  at  that  time  and  the  price  of  cotton  here  this 
large  marsdn. 

What  did  that  come  from?  It  came  from  the  fact  that  the  American  producer  was 
at  the  mercy  of  the  British  spinner.  His  cotton  came  into  the  market.  Our  mills 
could  not  consume  it.  Here  was  this  large  surplus,  representing  at  least  70  per  cent 
of  the  crop,  and  the  margin  between  America  and  Liverpool  was  an  average  of  nearly 
2  cents  during  those  years. 

It  may  be  said,  "But  you  have  picked  out  years;  you  have  selected  1844  and  1845 
and  1848."  In  order  to  meet  that  criticism  I  ha\re  had  a  table  prepared,  showing  the 
shipping  margin  between  Liverpool  and  New  York  in  1884-85,  1885-86,  1886-87,  as 
the  period  of  futures,  down  to  1890-91,  with  a  comparison  from  1854  to  1861 — the 
nonfuture  period. 

What  does  this  comparison  show?  Let  us  see.  The  shipping  margin  in  1854-55 
was  1.36  cents;  in  1884-85  it  was  1  cent;  in  1855-56  it  was  1.70  cents,  while  in  1885-86 
it  was  0.87  of  a  cent;  in  1856-57  it  was  H  cents  against  0.81  of  a  cent  in  1886-87:  in 
1857-58  it  was  3.14  cents  against  one-half  of  a  cent  in  1887-88;  in  1858-59  it  was  1.92 
cents  against  1£  cents  in  1888-89;  in  1859-60  it  was  2.37  cents  against  0.87  of  a  cent  in 
1889-90;  in  1860-61  it  was  If  cents  against  0.93  of  a  cent  in  1890-91.  The  average 
shipping  margin  of  the  seven  years  1854  to  1861  was  1 .96  cents  per  pound  against  an 
average  of  0.89  of  a  cent  for  the  seven  years  1884  to  1891  of  the  futures  period.  I  sub- 
mit the  table  as  a  part  of  my  remarks. 

Table  showing  the  shipping  margin  between  New  York  and  Liverpool  for  middling  cotton 
for  each  season,  1854-55  to  1860-61  (which  is  as  far  back  as  toe  have  reliable  data)  and 
1884-85  (we  begin  the  period  of  comparison  at  1884-85  in  order  to  avoid  the  fluctuations 
of  gold)  and  1890-91. 


Season  of- 


1884-85. 
1885-86 . 
1886-87 . 
1887-88 . 
1888-89. 
1889-90. 
1890-91 . 


Liver- 

Equiv- 

New 

i 

pool 

alent  in 

York 

Ship-     i 

average 

United 

average 

pmg 

price  for 

States 

price  for 

margin. 

season. 

money. 

season. 

Pence. 

Cents. 

Cents. 

Cents. 

11.62 

10. 62 

1.00 

5^ 

10. 37 

9.50 

.87 

5-fV 

11.12 

10.31 

.81 

5-^ 

10.87 

10.37 

.50 

5H 

11.87 

10.62 

1. 25 

«tV 

12.37 

11.50 

.87 

5A 

10.37 

9.44 

.93 

Season  of- 


1854-55 
1855-56 
1858-57 
1857-58 
1858-59 
1859-60 
1860-61 


Liver- 
pool 
average 
price  for 
season. 


Pence. 
51 
6 
*| 

m 

7 

m 


Equiv- 
alent in 

United 
States 
money. 


Cenis. 
11.75 

12,  (XI 
15. 00 
15.  37 
14.00 
13.37 

13.  75 


New 

York 

average 

price  for 


Cents. 
10.  39 
10.  30 
13.50 
12. 23 
12,  08 
11.00 
12,  00 


Ship 
ping 

margin. 


Cents, 
1.38 
1.70 
1.50 
3.14 
1.92 
2. 3V 
I.W 


Average  shipping  margin  of  the  seven  years  18S4  to  1891  is  0.S9  of  a  cent,  and  of  the  seven  years  1854  to 
861,  1.96  cents  per  pound. 
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What  do  these  margins  represent?  This  enormous  average  difference  of  over  a 
cent  a  pound  on  the  shipping  margin  during  the  years  compared  was  caused  by  the 
fact  that  the  cotton  was  held  during  the  future  period  from  pressing  on  the  market  by 
the  effect  of  the  future-delivery  system,  and  therefore  the  glut  produced  nothing 
like  the  damaging  effect  that  it  did  before  that  period.  Here  was  a  difference  in 
shipping  margin  of  over  a  cent.  Whom  was  it  made  by?  Of  course  it  was  made  by 
the  American  producer.  I  resume  the  shoAving.  If  the  average  price  depends  upon 
the  volume  of  crop  without  reference  to  futures,  if  the  range  of  fluctuations  during 
the  period  before  futures  was  greater  than  in  the  periods  of  futures,  if  the  fluctuations 
month  by  month  before  the  future  period  were  much  greater  than  they  are  in  the 
future  period,  if  before  the  future  period  there  was  a  large  shipping  margin  between 
Liverpool  and  this  country  and  that  margin  has  diminished  considerably — if  these 
facts  be  true,  I  ask.  Do  not  they  absolutely  confirm  every  proposition  I  have  advanced, 
and  do  they  not  justify  the  universal  consensus  of  the  commercial  world  that  dealings 
in  futures  helps  to  maintain  the  price,  and  therefore  helps  the  producer? 
•  I  come  now  to  the  question  which  my  friend,  the  distinguished  Senator  from  Mis- 
sissippi [Mr.  George],  put  to  me,  and  that  involves  the  discussion  of  another  portion 
of  the  bill.  I  say  this  bill  is  a  delusion.  I  say  under  this  bill  contracts  for  future 
delivery  can  not  be  practically  made  until  commercial  men  devise  expedients  and 
mechanism  to  frustrate  the  law  and  to  overcome  it,  and  why?  The  provision  of  the 
bill  is  that  the  planter  may  sell  for  future  delivery  either  the  crop  he  has  made  or  the 
crop  he  proposes  to  make. 

1  \x.  George.  Not  proposed,  but  having  in  process. 
.  Mr.  White.  Well,  that  does  not  change  the  logical  proposition.  I  did  not  intend 
to  state  it  with  inaccuracy.  I  do  not  think  that  affects  the  situation.  Let  us  see 
how  the  future  business  is  conducted.  In  the  first  place,  the  question  which  the 
Senator  from  South  Carolina  [Mr.  Butler]  asked  me  is  perfectly  true.  A  large  part  of 
the  cotton  which  came  early  to  market  had  probably  been  already  sold  before  it  got 
there.  Sold  how?  Sold  under  the  future  system.  The  result  of  the  future  system 
has  been  to  break  up  great  buyers,  and  now  all  over  the  southern  country  everywhere 
in  every  county  wherever  cotton  can  be  sold  there  is  found  a  cotton  buyer.  A  buyer 
for  whom?  A  buver  for  himself.  The  telegraph  goes  everywhere.  The  buyer  is 
communicating  with  spinners.  The  spinners  do  not  buy  average  lots  of  cotton. 
They  buy  particular  kinds  of  cotton. 

There  is  no  farmer  who  can  sell  a  particular  kind  of  cotton.  A  crop  of  cotton  is 
diversified  and  composed  of  divers  grades.  The  spinner  wants  a  certain  kind  of 
cotton.  The  buyer  tei psraphs  him:  "I  will  deliver  you  such  a  grade  of  cotton,"  say 
a  thousand  bales  or  500  bales.  He  has  not  got  it.  There  is  not  one  planter  who 
could  give  it  to  him.  Ho  sells  it  on  the  faith  of  his  credit  and  faith  in  his  ability 
to  obtain  the  grades  required.  The  spinner  believes  in  him;  he  knows  him.  That 
man,  in  order  to  protect  himself  from  loss,  the  moment  the  spinner  says  he  accepts, 
telegraphs  to  a  market  and  buys  futures  as  a  hedge  against  his  sale  to  the  spinner. 
Cotton  as  sold  for  futures  does  not  cover  a  particular  grade,  but  an  average  lot  of 
cotton. 

All  that  is  below  a  certain  grade  is  not  admitted,  and  no  lot  of  cotton  is  of  a  uniform 
grade.  The  moment  he  buys  actual  cotton  he  picks  out  of  that  lot  of  cotton  the  bales 
which  correspond  to  what  he  has  sold  the  spinner  and  disposes  of  futures  to  that 
extent.  If  compelled  to  buy  another  lot  in  order  to  complete  his  sale  to  the  spinner, 
he  sells  more  of  his  futures,  and  so  he  goes  on  and  goes  on  until  he  has  made  up  his  lot 
to  deliver  to  the  spinner's  order,  and  also  disposes  of  his  futures.  I  ask  the  Senator 
from  Mississippi  [Mr.  George]  where  is  the  farmer  who  can  do  that?  Where  is  the 
cron  of  the  farmer  that  is  going  to  supply  that  want  and  carrv  out  such  a  transaction, 
which  is  a  typical  representation  of  the  contract  by  which  the  producer's  cotton 
passes  to  the  consumer? 

Mr.  George.  Do  you  want  an  answer  now? 

Mr,  White.  Certainly;  I  should  be  very  glad  to  have  an  answer ._ 

Mr.  George.  My  answer  is  that  the  farmer  can  not  do  it  and  it  can  not  be  done 
under  the  form  of  the  future  contract  adopted  by  the  Cotton  Exchange  of  New  Orleans 
and  the  Cotton  Exchange  of  New  York,  in  both  of  which,  whilst  a  man  purchased  the 
contracts  for  middling  cotton,  the  seller  may  deliver  him  any  kind  of  7  full  grades, 
14  grades  of  cotton,  and  no  manufacturer  can  ever  supply  himself  under  the  future 
system  as  regulated  in  New  Orleans  and  New  York. 

Mr.  White.  Let  me  answer  the  Senator.  He  evidently  has  not  understood  my 
position.  Let  me  state  an  elementary  commercial  transaction:  A  is  a  spinner.  B  is 
a  buyer.  A,  the  spinner,  says  to  B,  the  buyer,  "  I  want  a  thousand  bales  of  long-staple 
cotton."  That  is  not  a  transaction  made  under  the  rules  of  any  exchange.  B,  the 
buyer,  says,  "  Very  well;  I  will  deliver  to  you  a  thousand  bales  of  long-staple  cotton." 
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Here  a  contract  has  been  engendered  between  A,  the  buyer,  and  B,  the  seller,  to  de- 
liver a  thousand  bales  of  long-staple  cotton.  The  seller  has  not  got  the  cotton.  He 
has  got  to  get  it.  What  does  the  spinner  do  in  order  to  protect  himself  against  Ion-;? 
He  has  sold  his  goods.  He  knows  the  price  he  is  going  to  have  to  pay  for  his  cotton. 
He  immediately  proceeds  to  sell  his  goods  for  future  delivery  predicated  upjon  the 
price  at  which  he  has  agreed  to  pay  for  this  cotton. 

What  does  the  seller  do?     It  is  an  ordinary  contract  under  the  rules  of  no  exchange. 
Then  that  seller  buys  a  lot  of  cotton  for  future  delivery — deliverable  to  him  two  months 
ahead.     He  knows  the  price  at  which  he  has  bought  it  and  at  which  he  has  sold.     His 
whole  object  in  doing  this  is  to  get  a  lot  of  cotton  so  as  to  make  up  this  lot  which  he 
has  agreed  to  deliver.     Covered  by  his  two  contracts,  one  of  sale  and  the  other  of 
purchase,  he  looks  about  in  the  country,  picks  up  the  grade  he  has  sold  to  the  spinner, 
and  as  fast  as  he  does  this  he  sells  out  his  futures.     He  may  make  20  or  30  future  trans- 
actions before  completing  this  entire  business.     He  could  not  do  this  without  futures. 
How  could  he  do  it  without  suffering  the  risk  of  a  decline?     He  insures  himself  against 
a  decline.    The  spinner  insures  himself  against  an  advance.     Everybody  in  the  trans- 
action is  insured. 
Mr.  George.  Except  the  planter. 
Mr.  White.  The  planter  sells  and  gets  his  money. 
Mr.  George.  He  sells  on  futures. 

Mr.  White.  And  I  have  shown  he  gets  a  more  regular  and  a  better  and  less  fluctuat- 
ing price  than  he  got  before  the  future  system  came  in.     That  is  the  answer  to  it. 

Mr.  President,  it  is  one  of  my  great  objections  to  this  bill  that  whilst  it  holds  out  a 
delusive  hope  that  the  planter  can  personally  dispose  of  his  cotton  by  futures,  he  prac- 
tically can  not  by  the  restrictions  created  by  this  bill.  The  whole  cotton  country  is 
changing  its  form.  Cotton  used  to  be  made  in  large  fields,  with  one  owner  and  class 
labor.     Now  it  is  getting  subdivided,  and  small  holdings  are  coming  in. 

I  have  here  a  statement  taken  from  the  preceding  census— I  could  not  get  it  from  the 
last — showing  that  two-fifths  of  the  farms  in  the  southern  country  are  now  small 
holdings,  and  the  system  is  increasing.  Take  my  own  State.  We  have  an  alluvial 
country  with  large  planters  and  we  have  a  hill  country  with  small  planters  making  a 
small  number  of  bales  each.  Anybody  who  is  familiar  with  cotton  coming  to  the  New 
Orleans  market  knows  that  in  one  invoice  there  will  be  20,  30,  40,  and  50  marks  of 
cotton,  all  shipped  by  one,  but  belonging  to  different  people.  Small  planters  ship 
1  and  2  bales  at  a  time. 

The  provisions  of  this  bill  allowing  the  sale  of  futures  by  the  planter  strikes  a  blow 
at  the  small  farmer  in  the  hills  of  my  State,  because  whilst  it  gives  them  the  privilege 
to  sell  futures  under  the  laws  of  trade,  they  will  not  be  able  to  avail  themselves  of  it, 
whilst  the  man  who  makes  a  large  crop  and  has  a  large  assortment  of  cotton  will  find 
himself  a  favored  person  as  compared  with  the  small  cotton  producer.  I  stand  for  the 
small  cotton  producer;  I  stand  for  the  farmer  in  my  State  who  can  not  avail  himself 
of  the  provisions  of  this  bill  because  he  does  not  make  a  lot  of  cotton  which  he  could 
sell  to  advantage.  The  effect  of  this  bill  will  be  to  allow  the  man  only  who  has  a  large 
amount  of  cotton  to  sell  it  under  the  bill. 

Mr.  President,  the  figures  are  so  clear  to  my  mind  that  I  have  searched  them  iu 
in  vain  for  an  answer.  I  think  they  are  an  absolute  demonstration  of  the  truth  of 
the  proposition  which  I  hold,  and  until  the  figures  are  answered  discussion  of  the 
theory  of  the  situation  is  without  avail.  I  say,  with  these  figures  staring  me  in  the 
face,  I  dare  not  vote  for  this  bill.  The  cotton  crop  from  the  southern  country  is  now 
coming  in.  I  saw  in  the  Financial  Chronicle  the  other  day  a  statement  that  there  are 
nearly  a  million  bales  on  the  continent.  There  are  fifteen  hundred  thousand  b  ilea  of 
cotton  in  Liverpool,  and  considerable  spot  cotton  in  this  country,  much  probably  held 
under  future  contracts  and  thus  stretched  over  to  the  next  year.  The  same  day  my 
attention  was  called  by  a  newspaper  to  the  fact  of  the  arrival  of  the  first  bale  of  the 
new  crop  in  New  Orleans. 

I  do  m>t  desire  to  prophesy  evil  as  to  the  future.  I  know  that  no  act  of  any  legis- 
lative body  can  break  up  a  great  commercial  svstem  and  render  it  nugatory.  The 
laws  of  the  world,  the  laws  of  commerce,  are  higher  and  stronger  than  any  legislative 
system,  and  they  adapt  themselves  with  marvelous  rapidity  to  any  wrong  rest,  ict  ions 
which  may  be  put  upon  them.  Yet  the  process  of  adaptation  is  one  of  pain  and  one 
of  travail  and  one  of  labor.  Pass  this  bill,  strike  down  this  system  in  the  presence  of  a 
large  amount  of  spot  cotton  now  in  stock,  and,  with  a  new  crop  coming,  my  judgment 
is  that  this  bill  will  cause  confusion.  By  the  disarrangement  and  the  turmoil  which  it- 
will  probably  make  in  the  commercial  methods  of  the  whole  world,  the  loss  to  the 
people  of  the  cotton  States  will  likely  not  be  less  than  fifty  or  sixty  million  dollars  fa* 
the  ensuing  year. 
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Suppose  we  do  pass  the  bill  and  strike  the  present  business  methods  down,  what 

food  is  it  eoing  to  do?  Is  there  not  a  cotton  exchange  where  futures  are  dealt  in  at 
iverpool?  Are  they  not  on  the  Continent  of  Europe?  Did  not  just  a  few  days 
ago  a  gentleman  send  me  the  charter  of  the  organization  of  a  great  exchange  in  the 
city  of  Hamburg  for  the  purpose  of  conducting  this  business  of  futures  in  cotton? 
Did  he  not  send  me  a  letter  from  a  German  merchant  saying  that  they  had  noticed 
the  intention  to  strike  down  the  business  here,  and  they  hoped  it  would  come  to  them? 
Is  there  not  a  cotton  exchange  at  Alexandria,  in  Egypt?  Does  not  both  the 
Egyptian  and  the  Indian  crop  move  under  the  operation  of  laws  of  future  delivery? 
Without  that  system  I  have  shown  that  the  disparity  between  the  American  price 
and  English  prices  is  large.  With  the  system  1  have  demonstrated  that  the  disparity 
diminished  until  there  has  been  an  average  gain  to  the  producers  of  this  country  of 
over  a  cent  a  pound.  I  am  unwilling  by'my  vote  here  to  transfer  this  vast  sum  of 
money  out  of  the  pockets  of  the  people  of  the  cotton  States  into  the  pockets  of  the 
people  of  Great  Britain. 

(Whereupon,  at  1.25  o'clock  p.  m.,  the  subcommittee  adjourned  to  meet  at  the  call 
of  the  chairman.) 


TO  AMEND  SECTION  5  OF  THE  COTTOiN  FUTURES  ACT  AM)  TO 
PREVENT  THE  SALE  OF  COTTON  AND  GRAIN  IN  FUTURE 
MARKETS.  

SATURDAY,  MARCH  25,   1922. 

United  States  Senate, 
Subcommittee  of  the  Committee  on  Agriculture  and  Forestry, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  call,  at  10  o'clock  a.  m.,  in  the  Senate  Office 
Building,  Senator  Henry  W.  Keyes  presiding. 
Present:  Senators  Keyes  (chairman),  Norbeck,  and  Smith. 
(The  Chairman  placed  before  the  Committee  the  following  bill.) 

[S.  2231,  Sixty-seventh  Congress,  first  session.] 

A  BILL  To  amend  the  United  States  cotton  futures  act  by  inserting  therein  a  new  section  for  American 
Egyptian  cotton  only,  to  be  known  as  section  5a. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled,  That  the  United  States  cotton  futures  act,  approved  August 
11,  1916  (Thirty-ninth  United  States  Statutes  at  Large,  page  476),  as  amended  March 
4,  1919  (Fortieth  United  States  Statutes  at  Large,  page  1351),  is  hereby  amended 
by  inserting  therein  a  new  section  for  American  Egyptian  cotton  only,  as  follows: 

'Sec  5a.  That  no  tax  shall  be  levied  under  this  act  on  any  contract  of  sale  men- 
tioned in  section  3  hereof  if  the  contract  comply  with  each  of  the  following  conditions: 

"First.  Conform  to  the  requirements  of  section  4  of,  and  the  rules  and  regulations 
made  pursuant  to,  this  act. 

1 '  Second .  Specify  the  basis  grade  for  the  cotton  involved  in  the  contract,  which  shall 
be  one  of  the  grades  of  American  Egyptian  cotton  for  which  standards  are  established 
by  the  Secretary  of  Agriculture,  the  price  per  pound  at  which  the  cotton  of  such  basis 
grade  is  contracted  to  be  bought  or  sold,  the  date  when  the  purchase  or  sale  was  made, 
and  the  month  or  months  in  which  the  contract  is  to  be  fulfilled  or  settled :  Provided, 
That  grade  three  shall  be  deemed  the  basis  grade  incorporated  into  the  contract  if  no 
other  grade  be  specified  either  in  the  contract  or  in  the  memorandum  evidencing  the 
same. 

"Third.  Provide  that  the  cotton  dealt  with  therein  or  delivered^  thereunder  shall 
be  of  or  within  three  grades  of  American  Egyptian  cotton  for  which  standards  are 
established  by  the  Secretary  of  Agriculture. 

"Fourth.  Provide  that  in  case  cotton  of  grade  other  than  the  basis  grade  be  tendered 
or  delivered  in  settlement  of  such  contract,  the  differences  above  or  below  the  con- 
tract price  which  the  receiver  shall  pay  for  such  grades  other  than  the  basis  grade  shall 
be  the  actual  commercial  differences,  determined  as  hereinafter  provided,  except 
that  the  official  cotton  standards  of  the  United  States  for  American  Egyptian  cotton 
shall  be  used  for  the  purposes  of  this  section,  and  where  middling  cotton  is  mentioned 
in  section  8  of  this  act  grade  three  of  the  grades  of  American  Egyptian  cotton  shall  be 
substituted  for  the  purposes  of  this  section  only. 

"Fifth.  Provide  that  cotton  that,  because  of  the  presence  of  extraneous  matter  of 
any  character  or  irregularities  or  defects,  is  reduced  in  value  below  that  of  grade 
five,  or  cotton  that  is  below  the  grade  of  grade  five,  the  grades  mentioned  being  of  the 
official  cotton  standards  of  the  United  States  for  American  Egyptian  cotton,  or  cotton 
that  is  less  than  one  and  seven-sixteenths  of  an  inch  in  length  of  staple,  or  cotton  of 
perished  staple  or  of  immature  staple,  or  cotton  that  is  'gin  cut'  or  reginned,  or  cotton 
that  is  'repacked'  or  'false  paked'  or  'mixed  packed'  or  'water  packed,-'  shall  not 
be  delivered  on,  under,  or  in  settlement  of  such  contract. 

"Sixth.  Provide  that  all  tenders  of  cotton  under  such  contract  shall  be  the  full 
number  of  bales  involved  therein,  except  that  such  variations  of  the  number  of  bales 
may  be  permitted  as  is  necessary  to  bring  the  total  weight  of  the  cotton  tendered 
within  the  provisions  of  the  contract  as  to  weight;  that,  on  the  fifth  business  day 
prior  to  delivery,  the  person  making  the  tender  shall  give  to  the  person  receiving  the 
same  written  notice  of  the  date  of  delivery,  and  that,  on  or  prior  to  the  date  so  fixed 
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for  delivery,  arr1  in  advance  of  final  settlement  of  the  contract,  the  person  making 
the  tender  shall  furnish  to  the  person  receiving  the  same  a  written  notice  or  cer- 
tificate stating  the  grade  of  each  individual  bale  to  be  delivered  and,  by  means  of 
marks  or  numbers,  identifying  each  bale  with  its  grade. 

"Seventh.  Provide  that  all  tenders  of  cotton  and  settlements  therefor  under  such 
contract  shall  be  in  accordance  with  the  classification  thereof  made  under  the  regula- 
tions of  the  Secretary  of  Agriculture  by  such  officer  or  officers  of  the  G&vernment  as 
shall  be  designated  for  the  purpose,  and  the  costs  of  such  classification  shall  be  fixed 
assessed,  collected,  and  paid  as  provided  in  such  regulations.  All  moneys  collected 
as  such  costs  may  be  used  as  a  revolving  fund  for  carrying  out  the  purposes  of  this 
subdivision,  and  section  19  of  this  act  is  amended  accordingly. 

"The  provisions  of  the  third,  fourth,  fifth,  sixth,  and  seventh  subdivisions  of  this 
section  shall  be  deemed  fully  incorporated  into  any  such  contract  if  there  be  written 
or  printed  thereon,  or  on  the  memorandum  evidencing  the  same,  at  or  prior  to  the  time 
the  same  is  signed,  the  phrase  '  Subject  to  United  States  cotton  futures  act,  section 
5A.' 

"The  Secretary  of  Agriculture  is  authorized  to  prescribe  regulations  for  carrying 
out  the  purposes  of  the  seventh  subdivision  of  this  section,  and  the  certificates  of 
the  officers  of  the  Government  as  to  the  classification  of  anv  cotton  for  the  purposes 
of  said  subdivision  shall  be  accepted  in  the  courts  of  the  United  States  in  all  suits 
between  the  parties  to  such  contract,  or  their  privies,  as  prima  facie  evidence  of  the 
rue  classification  of  the  cotton  involved." 

Senator  Keyes.  I  understand  that  you,  Senator  Caraway,  desire  to  make  some 
further  statement  in  regard  to  your  bill. 

FURTHER  STATEMENT  OF  SENATOR  T.  H.  CARAWAY,  OF  ARKANSAS. 

Senator  Caraway.  I  desire  to  make  a  short  statement,  Mr.  Chairman.  Senator 
Smith  told  me  he  was  going  to  join  me  here,  and  I  was  coming  largely  because  he 
was  going  to  come. 

Senator  Keyes.  I  suppose  that  he  is  coming.     I  understood  that  he  would  be  here. 

Senator  Caraway.  I  had  presented  practically  all  I  care  to  say. 

Senator  Keyes.  As  I  recall  it,  vou  made  a  statement  at  our  first  hearing,  on  January 
20. 

Senator  Caraway.  I  did. 

Properly,  I  think  the  chairman  objected  to  my  examining  Mr.  Norman  about  a 
statement  he  was  making.  Immediately  afterwards,  however,  I  saw  Senator  Ransdell 
put  in  the  record  a  statement  that  cotton,  when  the  future  markets  were  closed  in  1914, 
went  from  12  cents  to  6  cents,  leaving  the  inference  that  both  of  them  thought  that 
the  closing  of  the  exchanges  had  that  depressing  effect  on  cotton.  Senator  Ransdell 
immediately  took  the  witness  without  permitting  him  to  make  a  statement,  and  then 
led  him  to  this  statement,  on  page  17  of  the  printed  record: 

"It  might  have  gone  to  6  cents  a  pound,  the  same  price  that  it  went  to  after  the 
cotton  exchanges  were  closed  in  1914." 

It  strikes  me  as  utterly  useless  to  call  attention  to  the  fact  that  the  war  broke  out  the 
1st  of  August,  1914,  and  that  shipping  was  all  driven  off  of  the  seas.  I  was  particularly 
interested  in  cotton  myself  at  that  time.  Not  only  was  I  growing  cotton  but  I  was 
ginning  cotton  and  selling  cotton,  and  the  market  went  all  to  pieces  because  there 
was  not  any  possibility  of  sending  a  bale  of  cotton  across  the  seas  and  no  one  knew 
when  the  cotton  would  be  shipped;  and  the  exchanges  were  closed  simply  to  protect 
the  people  who  had  contracts  in  the  exchange,  and  not  because  it  affected  the  price 
of  cotton  one  way  or  the  other;  but  people  who  had  bought  or  sold  cotton  realized  that 
they  could  not  resell  their  contracts,  and  in  the  interest  of  the  gambler,  pure  and  sim- 
ple, they  closed  the  exchanges  so  that  he  could  not  be  ruined  by  the  driving  down  of 
prices.     It  was  just  like  a  corner. 

Now,  I  don't  know  whether  you,  Senator  Keyes,  are  much  interested  in  a  matter 
that  has  been  under  investigation  in  New  York  City,  namely,  the  American  Ex- 
change, which  is  not  the  same  thing  as  the  cotton  exchange,  but  it  was  operated  in 
exactly  the  same  way. 

Senator  Keyes.  The  American  Exchange  deal  in  cotton? 

Senator  Caraway.  That  is  all  they  dealt  in. 

Senator  Keyes.  So  I  understood. 

Senator  Caraway.  It  dealt  in  cotton.  I  had  quite  a  number  of  newspaper  clip- 
pings, but  somebody  in  cleaning  up  my  office  threw  them  away.  It  was  conceded 
by  everybody  that  they  influenced  the  price  of  cotton,  and  the  judge  presiding  was 
very  much  concerned  because  it  transpired  that  they  were  not  dealing  in  actual 
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products;  that  they  were  simply  selling  something  that  did  not  exist.  There  was  no 
difference  whatever  between  trading  on  the  American  Exchange  and  the  cotton 
exchange.  It  was  simply  a  rival  institution,  and  it  may  be  said  of  the  cotton  exchange, 
if  there  is  any  credit  due  it,  that  it  brought  about  the  proceedings  that  closed  the 
American  Exchange  as  a  rival  institution.  I  think  it  is  a  good  thing  it  closed  it. 
They  sold  practically  50,000,000  bales  of  cotton,  as  I  now  recall,  and  never  handled 
a  bale. 

The  cotton  exchange  sold  something  over  100,000,000  bales  and  did  not  have  a  bale. 
That  seems  to  be  largely  the  difference  between  the  two  exchanges. 

Senator  Keyes.  That  is  covering  what  period? 

Senator  Caraway.  Last  year. 

Senator  Dial.  On  the  New  York  Exchange,  Senator  Caraway,  120,000,000. 

Senator  Caraway.  The  American  Exchange  I  was  discussing.  Senator  Dial,  a  rival 
institution,  doing  exactly  the  same  kind  of  business,  trading  in  the  same  kind  of 
contracts,  except  on  the  cotton  exchange  the  unit  is  100  bales,  but  the  American 
Exchange,  in  order  to  reach  the  smaller  fellow,  permitted  them  to  buy  10,  which  took 
in  the  small  fellow  in  the  office  and  did  not  limit  it  to  the  head  of  an  institution. 

Senator  Norbeck.  That  was  the  main  difference  in  the  two? 

Senator  Caraway.  All  the  difference.  But  it  is  conceded,  and  it  is  claimed,  even 
by  the  cotton  exchange,  that  the  American  Exchange  was  able  to  affect  the  cotton 
exchange;  therefore  it  introduced  a  disturbing  element  into  their  business.  The 
American  Exchange  could  raid  the  market  and  raid  it  without  knowledge  of  the  cotton 
exchange,  making  it  an  uncertain  gambling  condition  there,  and  so,  just  like  one 
gambling  house  objects  to  another,  they  put  the  American  Exchange  out  of  business. 

Now,  I  notice  here  Mr.  Norman,  to  whom  I  was  referring  a  moment  ago,  was  detailing 
his  manner  of  hedging.  I  shall  not  repeat  the  testimony.  It  appears  on  page  18. 
He  said  if  he  should  buy  10,000  bales,  we  will  say,  of  July  cotton,  and  in  July  he  did 
not  require  the  spots,  he  would  sell  his  July  hedge  and  buy  an  October  hedge,  and 
so  on,  alleging  that  he  had  10,000  bales  of  cotton.  Well,  now,  if  the  exchange  operated 
that  way  no  one  would  object  to  it.  I  want  merely  to  repeat  the  former  statement 
that  I  made,  that  if  a  man  has  cotton  I  don't  object  to  his  selling  it  for  future  delivery, 
and  the  man  who  buys  that  contract  from  him,  with  the  right  to  have  10,000  bales, 
and  based  on  10,000  bales  of  cotton  actually  in  existence,  may  sell  it  to  anybody 
else  he  pleases,  so  long  as  there  is  10,000  bales  of  cotton  back  of  his  contract.  I  would 
go  further  than  that.  If  a  man  is  expecting,  honestly,  to  produce  10,000  bales  of 
cotton — has  the  land  on  which  to  grow  it — I  should  not  object  to  his  selling  what  he 
reasonably  believes  he  is  to  produce.  I  would  not  object  to  the  man  who  buys  from 
him,  based  upon  the  same  contract,  selling  to  some  one  else,  so  long  as  there  was 
always  back  of  each  contract  either  the  cotton  actually  in  existence  or  in  process  of 
being  grown,  so  that  no  more  bales  of  cotton  may  be  sold  than  actually  exist  or  are  in 
honest  expectation  of  being  produced. 

The  laws  of  many  States — I  know  the  laws  of  my  own  do — permit  one  to  mortgage 
a  crop  even  before  it  is  planted.  He  may  execute  a  chattel  mortgage  on  a  cotton  crop 
that  he  is  going  to  grow,  and  the  court  has  said  that  it  is  a  vali,d  lien,  not  because  the 
property  was  in  existence  at  the  time  of  the  execution  of  the  contract,  but  because  it 
was  in  expectation. 

The  bill  I  introduce  does  that  thing.  It  permits  anybody  to  sell  what  he  has  either 
for  immediate  or  future  delivery,  or  to  sell  what  he  has  a  reasonable  right  to  expect  he 
will  produce,  for  future  delivery.  The  spinner  would  get  just  exactly  the  same  power 
of  hedging  then  that  he  has  now,  and  all  the  elements  of  uncertainty  and  gambling 
would  be  cut  out.  I  think  that  the  man  who  is  going  to  spin  cotton  in  New  England 
and  sell  the  cloth  next  year  ought  to  be  permitted  to  make  a  contract  now  for  his 
cotton  next  October,  so  that  he  may  know  on  what  basis  to  figure  the  sale  of  his  cloth 
for  future  delivery.  Therefore  I  would  not  object  to  his  going  into  the  market  and 
buying  from  people  who  either  have  cotton  or  expect  to  have  cotton,  a  contract  that 
guarantees  him  absolutely  as  many  bales  as  he  wants  to  be  delivered  in  October, 
November,  December,  January,  or  February  of  next  year,  so  that  he  might  know  of  a 
certainty  what  the  raw  material  is  to  cost  him,  out  of  which  the  cloth  is  to  be  spun. 
He  ought  to  have  that  right. 

But  I  would  prevent  somebody  who  does  not  produce  or  does  not  spin  from  going  in 
and  disturbing  the  market  by  selling  millions  of  bales  of  cotton  that  never  did  exist  or 
never  will  exist.  It  disturbs  the  market,  and  I  have  seen  it  send  the  price  down  over 
and  over  again,  and  every  raid — 1  don't  care  what  they  tell  us  about  one  raid  will  dis- 
place another;  one  raid  is  down  and  another  raid  is  up,  and  in  the  long  run  the  price 
will  be  the  same — even  if  that  is  true  it  does  no  good,  because  the  man  who  produces 
the  cotton  must  sell  from  day  to  day  on  the  market  as  it  exists.  1  have  stood  at  the 
opening  of  a  cotton  market  and  seen  them  break  the  price  of  cotton  $10 a  bale  in  a  little 
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town  down  in  my  State  in  10  minutes.  That  would  be  the  extreme  limit.  But  I  have 
seen  it  frequently  go  up  two,  three,  and  four  dollars  a  bale.  I  have  seen  a  difference 
of  $4  and  $5  a  bale  in  five  minutes  after  the  news  of  the  opening  of  the  cotton  market 
reaches  us.  A  raid  the  other  way  the  rext  day  may  raise  it,  and  the  gamblers  may 
break  even,  but  the  small  producer  of  cotton  is  compelled  to  sell  it.  He  can  not  wait 
for  the  risirg  market  to-morrow. 

Any  system  that  can  drive  a  product  up  and  down  without  any  reference  to  its  real 
intrinsic  worth  is  a  false  system  and  one  that  can  have  no  proper  place  in  the  economics 
of  any  people. 

As  I  said,  there  is  not  any  use  for  me  to  combat  a  theorist.  I  have  never  had  any 
patience  and  never  tried  to  go  out  and  combat  a  theorist.  1  have  never  seen  a  time  in 
my  life  when  you  could  not  get  somebody  with  a  theory  to  take  any  side  of  any  ques- 
tion there  was,  just  like  an  expert  witness.  I  have  never  seen  a  man  in  such  desperate 
straits,  charged  with  crime,  that  he  could  not  find  somebody  that  was  entirely  repu- 
table and  respectable  in  his  standing  to  come  in  and  swear,  under  some  theory  of  the 
case,  he  ought  to  be  excused.  I  was  prosecuting  attorney  in  my  district  at  one  time, 
and  one  of  the  most  prosperous — I  won't  say  that,  but  one  of  the  most  active— lawyers 
in  the  district  was  indicted  for  forgery.  It*  turned  out  that  he  had  forged  people's 
names  to  notes  and  then  reforged  them,  and  it  covered  a  period  of  three  years.  All 
of  that  time  he  had  been  an  active  practitioner.  A  Doctor  Green  was  the  super- 
intendent of  an  institution  for  nervous  diseases,  the  insane  asylum,  therefore  an 
expert  on  mental  troubles.  He  came  in  and  without  turning  a  hair  swore  not  only 
that  this  lawyer  was  at  the  present  time  crazy  and  did  nof  know  the  difference 
between  right  and  wrong,  and  had  been  so  for  three  years,  but  he  went  on  with  a 
very  learned  discourse  on  the  actions  of  crazy  people;  that  they  had  more  sense  when 
they  were  crazy  than  they  had  before,  because  this  man  had  a  better  practice  than 
he  ever  had  had,  and  therefore  he  had  to  show  that  going  crazy  actually  improved 
him  as  a  lawyer. 

Senator  Norbeck.  Were  you  able  to  convict  him? 

Senator  Caraway.  Xo.  There  was  one  fellow  on  the  jury  that  thought  the  doctor 
might  know  what  he  was  swearing  about. 

But  those  are  mere  illustrations.  You  can  find  theorists  and  people  who  love  a 
theory  better  than  they  do  a  fact.  They  will  sit  all  day,  if  they  have  an  audience, 
on  a  box  in  front  of  a  store  and  expound  theories  of  government  and  finance  and 
religion  and  anything  else  that  happens  to  enter  their  minds,  and  usually  every- 
thing is  in  the  mind  of  a  theorist:  and  you  can  find  these  market  theorists  in  the  Gov- 
ernment employ  and  out  of  it  that  will  ignore  a  fact  or,  not  ignoring  it,  will  try  to 
account  for  it  by  some  theory  that  does  not  strike  anybody  with  any  force.  I  know, 
becauje  I  have  been  a  producer  of  cotton  all  my  life.  I  will  repeat  what  I  said  before. 
When  I  was  seven  years  old  I  went  into  the  field  and  worked.  I  was  a  day  laborer, 
worked  by  the  month,  have  been  a  share  cropper,  have  rented  lands,  and  now  I  am 
an  owner  of  lands.  I  have  grown  cotton  and  sold  cotton.  I  have  sold  it  on  the  plat- 
form; I  have  sold  it  through  the  commission  merchants.  I  have  sold  it  practically 
in  every  way  that  a  man  could  sell  it.  I  have  become  thoroughly  convinced  from 
experience,  and  I  am  as  sure  of  it  as  I  am  of  anything  that  exists,  that  there  never 
will  be  any  profit  year  in  and  year  out  in  the  growing  of  cotton  as  long  as  men  may  sit 
in  New  York  or  New  Orleans  and  sell  the  product  over  and  over  as:ain,  year  in  and 
year  out,  whether  it  exists  or  does  not  exist.  I  think  I  said  once,  and  I  want  to  repeat 
it,  that  a  man  right  now,  if  you  want  him  to,  will  sell  you  more  cotton  than  there  is 
in  the  world. 

Senator  Keyes.  Will  you  suspend  for  a  moment? 

Senator  Caraway.  Yes. 

(The  hearing  was  suspended  for  a  short  periods 

Senator  Caraway.  Mr.  Chairman,  I  started  to  tell  you  this:  One  may  go  on  the 
exchange  now  and  buy  for  delivery  next  fall — I  will  just  say  that  he  could  buy  50,000 
bales,  if  he  wanted  to  do  it,  if  he  had  the  price.  There  is  not  a  stalk  of  cotton. planted. 
Nobody  knows  how  many  acres  will  be  planted,  because  that  is  subject  to  all  the 
changes  of  the  elements,  and  after  it  is  planted  nobody  knows  within  5,000,000  bales 
how  many  bales  will  be  grown,  because  it  is  subject  to  every  hazard;  the  boll  weevil 
may  wipe  it  all  out,  or  practically  all  out.  They  may  have  17,000,000  bales  or  they 
may  have  6,000,000  bales,  but  everybody  does  know  there  won't  be  a  50,000,000-bale 
crop;  there  never  was  and  never  will  be.  It  is  physically  impossible.  This  is  true. 
The  man  that  will  sell  you  a  product  that  does  not  exist,  that  he  knows  never  will 
exist,  and  that  he  can  not  deliver,  is  either  one  of  three  things.  He  is  either  a  fool,  a 
crook,  or  else  he  knows  how  to  manipulate  the  price  when  delivery  time  comes  so  that 
he  may  settle  upon  differences  and  make  money.  A  plain  idiot  might  do  it  because 
he  would  not  realize  what  he  is  going  to  do.     A  crook  might  do  it  because  he  might 
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say,  "I  will  get  his  money  now,  and  when  delivery  time  comes  I  will  not  be  here." 
Excluding  those  two  classes,  because  I  don't  intend  to  apply  either  one  of  those  terms 
to  dealers  in  futures,  because  I  realize  as  long  as  the  law  will  permit  it,  perfectly 
honorable  men  will  engage  in  the  business,  and  I  do  not  have  any  criticism  of  them 
for  it.  There  are  just  as  good  men  in  the  exchanges  as  any  other  place.  But  the 
other  alternative,  then,  becomes  absolutely  certain.  Any  intelligent  man,  man  of 
honor,  man  of  means  who  is  responsible  for  his  contracts,  who  will  enter  into  a  contract 
to  sell  me  for  future  delivery  a  product  that  does  not  exist,  that  he  knows  never  will 
exist,  and  therefore  that  he  can  not  fulfill  his  contract,  but  must  settle  with  me  upon 
differences,  must  have  some  means  of  controlling  that  contract  or  the  price,  or  else  he 
will  go  out  of  business. 

Down  in  my  country  it  used  to  be  a  more  or  less  common  thing  for  some  fellow  who 
did  not  want  to  work  to  open  a  poker  game  in  the  back  room  of  some  building  or 
upstairs  over  some  kind  of  business,  and  people  came  in  there  and  played  in  this  game. 
He  had  a  little  box  that  they  called  a  kitty.  Everybody  contributed  to  that,  so  he 
had  a  certain  safe  margin.  But  everybody  knows  he  could  not  have  rented  the  room 
and  paid  the  light  and  heat  bills  and  maintained  himself  unless  he  had  some  way 
in  which  he  could  have  the  better  of  the  game. 

Now,  these  men  could  not  pay  fabulous  prices  for  seats  on  exchanges  and  grow  rich 
out  of  it  unless  there  was  some  way  to  control  the  market .  If  it  was  a  q  uestion  of  chance, 
Chance  is  a  blind  goddess,  and  it  would  break  anybody  eventually,  because  they 
have  that  enormous  overhead  charge.  Therefore,  I  don't  care  what  your  theorists 
tell  me,  I  know  there  is  some  way  to  manipulate  the  market  so  that  they  will  have 
the  better  end  of  the  contract,  or  they  could  not  carry  the  extremely  heavy  over- 
head charges  incident  to  their  business  and  grow  rich  out  of  it.  Even  if  we  only 
allow  them  to  make  what  they  could,  I  then  could  carry  that  and  not  perish,  but  in 
breaking  the  market  there  are  thousands  of  parasites  all  the  way  down  who  live  on 
it,  and  the  very  man  who  buys  my  cotton  takes  into  consideration  these  raids  on  the 
market,  and  he  strips  the  price  accordingly.  So  that  it  is  multiplied  a  thousand  per 
cent  and  you  see  it,  regardless  of  what  the  report  of  the  bureau  snowed  this  last  year, 
as  I  now  recall  it,  except  one  time. 

After  each  report  the  market  broke,  although  the  cotton  estimate  started  in  with  a 
10,000.000  or  11.000,000  bale  crop  and  ran  down  to  six  million  and  something.  It 
broke  each  time  except  one.  as  I  now  recall  it,  after  each  report,  although  each  report 
was  lower  than  the  one  preceding,  and  necessarily  we  ought  to  have  expected  the 
price  to  go  up.  It  broke  for  this  reason.  There  are  a  whole  lot  of  fools  in  this  world 
besides  those  who  are  in  places  for  feeble-minded  people,  and  they  imagine  that  the 
report  is  going  to  show  a  lesser  number  of  bales  than  the  previous  one,  from  the  fact 
that  is  clear  to  everybody  that  there  was  a  falling  off  in  the  cotton  production;  the 
boll  weevil  was  destroying  the  crop,  and  they  got  in  each  time  just  before  the  report, 
hoping  that  there  would  be  a  rise,  and  they  would  get  in  on  it,  and  the  folks  on  the 
inside  broke  the  market  each  time. 

I  have  a  brother  who  grows  cotton.  About  every  other  year  he  is  almost  financially 
ruined.  Just  now  he  happens  to  be  clear  down  and  out.  He  is  a  member  of  the 
Baptist  Church,  and  I  think  as  good  a  citizen  as  anybody  in  this  country.  He  and, 
I  believe,  four  other  members  of  his  same  little  church  decided  they  were  going  to 
raid  the  cotton  market,  and  they  bought  up  a  hundred  bales  apiece  and  went  to 
Memphis  with  $500,  and  that  night  all  of  them  walked  home.  They  were  wiped  out 
in  a  day.  I  was  glad  of  it,  because  every  man  to  his  trade.  As  foolish  as  some  folks 
think  the  Negro  is,  whose  head  is  not  as  big  as  your  fist,  if  you  would  let  him  come 
here  he  could  break  every  Senator  in  Washington  in  a  crap  game  before  night,  because 
he  understands  the  art  of  his  peculiar  calling,  and  it  is  wise  to  let  him  alone. 

He  is  an  artist  in  his  own  line,  just  as  these  cotton  men  are.  It  comes  down  to  this, 
Mr.  Chairman:  Is  it  wise  to  let  these  men  who  trade  in  the  New  York  and  New 
Orleans  Cotton  Exchanges  and  make  money — and,  as  I  said,  I  am  not  falling  out  with 
them  as  long  as  it  is  lawful,  because  it  ought  not  to  be  considered  dishonorable  if  it 
is  lawful.  So  long  as  Congress  licenses  those  callings.  I  would  not  want  To  say  that 
the  Congress  licenses  a  dishonorable  calling,  and  honorable  men  are  in  it;  but  is  it 
wise  to  maintain  these  exchanges  and  destroy  a  basic  industry  thai  affects  possibly 
20,000,000  people  in  the  South  and  almost  as  many  who  spin  cotton  in  the  North"? 

They  raid  us  both  backwards  and  forwards. 

This  man  Norman,  whom  we  referred  to  a  moment  ago,  seemed  to  think  it  was  a 
perfect  privilege  to  pay  a  premium  on  a  future  contract,  and,  as  1  inferred,  ho  thought 
it  did  not  cost  anybody  anything;  but  you  could  pay  out  thousands  of  dollars  for 
what  he  called  insurance  and  you  would  not  collect  it  off  of  the  man  who  produced  the 
cotton  or  you  would  not  pass  it  off  on  the  man  who  bought  the  cotton.  It  just  disap- 
peared in  the  process  of  trade.     Now,  any  theorist  can  demonstrate  that.     1  have 
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never  found  a  man  yet  with  a  theory  who.  if  you  would  just  let  him  have  time,  could 
not  solve  all  the  ills  to  which  flesh  is  heir.  Jacob  Coxey,  if  you  would  give  him  a 
printing  press  and  power  to  use  it.  would  banish  poverty  from  the  earth  before  night; 
and  I  think  he  honestly  believes  he  could  do  it.  There  are  men  of  that  kind  all  over 
the  earth,  with  theories,  and  if  you  will  just  let  them  develop  a  theory  they  become 
intoxicated  with  their  own  logic  and  sometimes  are  able  to  intoxicate  everybody 
around  them. 

Trotski  and  Lenin _  had  a  theory  that  they  could  prosper  without  money  and 
without  anybody  owning  anything,  and  nobody  being  responsible  to  anybody  else; 
every  fellow  was  just  going  to  be  responsible  to  himself;  and  they  wrecked  180,000,000 
people,  and  starvation  now  threatens  10,000,000  or  15,000,000  of  them.  It  is  a  mis- 
fortune that  comes  from  putting  a  theorist  in  control  of  government.  I  doubt  not 
Trotski  and  Lenin  were  absolutely  honest  in  their  theories,  and  I  am  persuaded 
that  both  of  theni  are  men  of  a  great  deal  of  information;  they  would  be  called  men 
of  broad  information.  And  there  are  plenty  of  good  men  of  broad  information  that 
are  trading  in  cotton,  some  of  them  from  purely  selfish  interests,  and  some  of  them 
because  they  are  honestly  com-inced  it  is  proper.  But  at  least  we  may  say  this, 
that  they  have  had  50  years  in  which  they  could  develop  their  theories,"  and  in  50 
years  they  have  ruined  every  grower  of  cotton  three  or  four  times  over,  and  it  is  time 
to  tiy  a  new  experiment,  if  it  is  an  experiment,  and  I  sincerely  hope  we  may  get  a 
report  and  get  it  on  the  floor  and  get  a  chance  to  present  it  to  the  Senate. 

I  just  want  to  say  this  much  about  the  bill  I  introduced.  I  have  stricken  from  it 
grain.  I  am  perfectly  willing  that  the  grain  grower  should  be  his  own  judge  about 
his  market  machinery.  I  know  absolutely  nothing  about  it.  I  have  no  theory  to 
propound.     I  have  no  desire  to  thrust  my  views  into  that  field  of  discussion. 

Senator  Keyes.  You  have  already  asked  that  that  be  stricken  out? 

Senator  Caraway.  I  made  that  statement  because  of  something  that  was  said  to 
me  by  Senator  Norbeck. 

I  prefer  to  use  the  power  to  control  communications  rather  than  taxation,  because 
if  we  use  taxation,  or  if  we  employ  the  theory  of  taxation,  we  employ  a  power  of  the 
Government  which  is  intended  to  raise  revenue,  in  order  to  suppress  certain  activities 
of  the  people,  and  I  don't  like  to  do  it.  I  do  not  like  to  do  it  for  this  reason:  Taxation 
can  only  reach  exchanges  in  this  country.  Under  the  bill  I  have  introduced,  which 
undertakes  to  control  the  transmission  of  information,  we  are  just  as  able  to  protect 
ourselves  against  manipulations  in  Liverpool  or  Bremen  or  any  other  cotton  exchange 
whether  in  the  United  States  or  abroad,  as  if  it  were  located  right  here  in  the  District 
of  Columbia,  and  it  is  more  flexible.  We  can  absolutely  permit  the  delivery  of  any 
communication  in  accordance  with  law  without  any  hindrance  at  all,  and  reach  the 
man  always  if  he  violates  it,  because  we  have  got  absolute  check  on  it. 

I  think  that  is  all.  ^ 

Senator  Keyes.  We  are  much  obliged  to  you,  Senator,  for  your  statement. 

Now,  I  understand  Mr.  Morrill  is  here,  from  the  Department  of  Agriculture. 

STATEMENT  OF  MR.  CHESTER  MORRILL,  ASSISTANT  TO  THE   SEC- 
RETARY, UNITED  STATES  DEPARTMENT  OF  AGRICULTURE. 

Senator  Keyes.  Mr.  Morrill,  we  have  several  bills  before  this  committee.  I  assume 
that  you  know  what  bills  they  are.  There  is  one  by  Senator  Dial  and  one  by  Senator 
Caraway,  and  we  have  recently  had  one  introduced  by  Senator  Shortridge.  And, 
by  the  way,  the  original  Dial  bill  has  been  withdrawn  and  a  substitute  has  been 
submitted  in  place  of  it.  We  have  to-day  received  S.  2231,  introduced  by  Senator 
Shortridge,  covering  long  staple  Egyptian  cotton. 

Mr.  Morrill.  Yes,  sir. 

Senator  Keyes.  You,  then,  know  the  bills  that  are  before  us? 

Mr.  Morrill.  Yes,  sir. 

Senator  Keyes.  Xow,  if  you  can  give  us  any  suggestions  from  your  own  experience 
in  cotton  matters  that  will  be  helpful  to  us  in  regard  to  this  legislation  we  would  be 
would  be  very  glad  to  have  you  do  it. 

Mr.  Morrill.  Will  you  indicate  the  order  in  which  you  wanted  me  to  take  up 
these  matters?     I  have  not  participated  in  the  discussions  heretofore. 

Senator  Keyes.  No:  I  know  you  have  not.  It  has  been  pretty  general,  Mr.  Morrill, 
heretofore.  I  think  you  can  take  it  up  in  your  own  way,  and  give  us  the  benefit  of  any 
criticisms  of  the  bills  before  us,  or  any  suggestions  you  may  have  looking  toward  a 
change  in  the  present  law  covering  the  marketing  of  cotton.  I  understand  that  you 
have  recently  been  abroad  making  some  investigations  over  there  in  regard  to  their 
cotton  and  cotton  marketing. 
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Mr.  Morrill.  My  trip  abroad  was  in  June  and  July  of  last  year,  and  of  course  any 
observations  that  I  made  of  marketing  conditions  at  that  time  would  be  subject  to  the 
qualification  that  conditions  have  changed  a  great  deal  since  that  time. 

I  went  over  to  Europe  with  Mr.  W.  R.  Meadows,  who  was  acting  in  charge  of  the 
cotton  division  of  the  Bureau  of  Markets  at  that  time,  primarily  for  the  purpose  of 
attending  the  World 's  Cotton  Conference  and  taking  up  at  the  World 's  Cotton  Con- 
ference the  movement  to  secure  an  agreement  upon  a  single  set  of  cotton  standards 
ior  use  throughout  the  world  as  applied  to  American  cotton.  That  is  a  subject  that  is 
not  dealt  with  in  any  of  these  pending  bills  that  you  have  here  before  you,  but  we 
have  the  condition  of  affairs  that  the  Liverpool  Cotton  Association,  under  the  auspi- 
ces of  which  the  Liverpool  Cotton  Exchange  is  operated,  has  a  set  of  standards 
which  differs  in  some  respects  from  the  American  standards  and  differs  in  termin- 
ology, and  the  result  is  that  the  export -trade  of  this  country  is  done  on  two  sets  of 
standards — the  American  standard  within  this  country,  and  to  some  extent  in  direct 
transactions  with  foreign  buyers,  and  the  Liverpool  standards,  according  to  the  agree- 
ment of  the  parties  in  the  particular  instance,  and  where  they  use  the  Liverpool 
standards  it  is  subject  to  arbitration  by  arbitrators  selected  by  the  Liverpool  Cotton 
Exchange,  who  are  all  Englishmen  and  who  do  not  in  any  respect  represent  American 
interests,  and  we  have  had  the  hope  that  a  condition  of  affairs  would  be  brought  about 
by  which  a  single  set  of  standards  could  be  used,  not  only  in  domestic  commerce  but 
in  foreign  commerce,  and  that  a  system  of  arbitration  could  be  brought  about  which 
we  believe  would  be  fair  to  our  shippers  and  exporters  as  well  as  to  the  other  side. 

The  English  delegates  to  the  World  Cotton  Conference  were  absolutely  opposed  to 
anything  which  would  bring  about  a  change  in  their  own  standards  and  were  unwilling 
even  to  join  with  us  in  an  effort  to  decide  upon  a  set  of  standards  which  would  be 
acceptable  to  everyone  concerned,  regardless  of  any  preconceived  notions  that  we 
might  have,  but  as  time  has  gone  on  we  have — and  when  I  say  "we"  I  am  referring 
to  the  American  cotton  trade  rather  than  to  the  Government — succeeded  in  reducing 
the  control  that  the  Liverpool  Cotton  Association  has  over  the  grading  of  American 
cotton  to  some  considerable  extent.  American  cotton  firms,  to  a  considerable  extent, 
are  beginning  to  sell  direct  to  spinners  and  persons  throughout  Europe,  without 
reference  to  the  Liverpool  Cotton  Association,  and  gradually  the  sphere  of  influence 
of  the  Liverpool  Cotton  Association  is  being  cut  down  as  to  our  spot-cotton  trade. 

There  is  in  Germany  a  cotton  association,  at  Bremen,  which  provides  arbitration 
on  standards  of  its  own,  and  at  the  time  of  our  visit  to  Germany  they  listened  with  a 
great  deal  of  interest  to  our  arguments,  and  assured  us  at  that  time  that  they  con- 
sidered them  favorably,  and  it  was  quite  likely  that  they  would  be  willing  to  join 
with  us  in  a  movement  to  use  a  single  set  of  standards  which  would  be  acceptable 
to  the  American  cotton  trade. 

In  Italy  we  found  that  the  Italian  merchants  were  not  satisfied  with  the  Liverpool 
arbitration  because  of  its  uncertainties,  and  they  have  expressed  their  approval  of  a 
movement  to  secure  the  transaction  of  business  on  American  standards,  and  to  provide 
an  arbitration  which  would  adequately  care  for  the  interests  of  the  American  shippers 
settling  disputes  as  to  cotton  delivered. 

Therefore  we  have  felt  that  we  are  gradually  moving  toward  the  thing  that  we  have 
tried  to  accomplish,  and  it  would  certainly  be  of  great  benefit  to  the  American  cotton 
trade  if  only  one  set  of  standards  of  classification  of  cotton  were  used  in  our  export 
trade. 

Senator  Dial.  We  could  not  cover  that  by  law,  could  we?  I  agree  with  you  it 
would  be  very  desirable. 

Mr.  Morrill.  We  could  so  far  as  our  own  interstate  and  foreign  commerce  is  con- 
cerned; and  there  has  been  introduced  in  the  House  a  bill  to  prohibit  the  use  of,  so 
far  as  grades  are  concerned,  any  grades  other  than  those  of  the  official  cotton  standards 
of  the  United  States  in  interstate  or  foreign  commerce.  It  is  a  move  in  the  right 
direction,  I  think.  I  would  hope  that  it  could  be  accomplished  without  legislation. 
That  was  the  endeavor  we  were  making,  and  I  think  perhaps  in  the  course  of  years 
the  substitution  of  a  single  set  of  standards  will  be  accomplished,  but  it  will  be  much 
slower  than  it  would  be  by  means  of  legislation. 

Senator  Dial.  I  agree  with  you. 

Mr.  Morrill.  The  American  cotton  trade,  all  the  way  from  the  producer  to  the 
spinner,  was  quite  adequately  represented  at  the  World's  Cotton  Conference.  For 
example,  there  were  such  men  as  ex-Governor  Manning,  of  South  Carolina,  and  Mr. 
Cooper,  of  South  Carolina,  and  people  from  all  of  the  cotton  States  were  there,  and  it 
appeared  to  be  the  unanimous  sentiment  of  the  American  delegates  that  the  idea  of  B 
single  set  of  standards  for  classification  of  American  cotton  ^vas  a  good  one.  and  one 
that  ought  to  be  put  across,  and  that  if  it  could  not  be  put  across  by  agreement  there 
should  be  legislation.     I  don't  wish  to  appear  to  be  advocating  the  legislation  here. 
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but  I  am  simply  stating  the  sentiment  of  the  American  cotton  trade  as  we  got  it  in 
connection  with  this  matter. 

The  present  official  cotton  standards  of  the  United  States  are  established  under 
the  authority  of  the  United  States  cotton  futures  act,  which  is  the  subject  of  some 
of  these  proposed  amendments  here.  That  work  is  carried  on  continuously  as  a  part 
of  our  duties  under  the  cotton  futures  act  which,  at  the  same  time,  also  provides  for 
the  control  over  the  kinds  of  contracts  that  are  dealt  with  on  future  exchanges;  and 
I  might  say,  in  that  connection,  that  so  long  as  the  future  exchanges  are  allowed 
to  function  it  would  be  especially  desirable  to  have  American  cotton  traded  in  only 
on  one  set  of  standards,  because  the  contracts  of  the  Liverpool  Cotton  Association 
call  for  delivery  of  cotton  according  to  Liverpool  standards,  whereas  the  contract 
on  the  two  American  exchanges — the  large  exchanges — calls  for  delivery  according 
to  American  standards,  and,  of  course,  there  is  a  slight  difference  in  value  between 
the  two  contracts  on  that  account,  and  you  can  only  compare  the  operations  of  the 
two  exchanges  by  comparing  the  trend  rather  than  by  taking  and  comparing  the 
exact 'values  of  the  two  forms  of  contract. 

Senator  Raxsdell.  You  speak  of  the  two  large  cotton  future  exchanges.  Are 
there  any  besides  the  New  York  and  New  Orleans  where  cotton  is  traded  in? 

Mr.  Morrill.  Yes:  the  American  Cotton  and  Grain  Exchange,  of  Xew  York,  is 
a  small  institution  established  a  few  years  ago,  and  is  the  one  to  which  Senator  Cara- 
way was  referring  earlier  this  morning. 

Senator  Raxsdell.  That  is  in  addition  to  the  big  Xew  York  Cotton  Exchange? 

Mr.  Morrill.  That  is  in  addition  to  the  big  Xew  York  Cotton  Exchange.  The 
difference  between  the  big  Xew  York  Cotton  Exchange  and  the  American  Cotton 
and  Grain  Exchange  is  that  the  big  exchange  has  been  established  for  half  a  century 
or  more,  and  is  a  very  large  institution,  and  is  the  one  which  is,  in  addition  to  the 
Xew  Orleans  Cotton  Exchange,  used  for  the  hedging  and  other  purposes  of  the 
American  cotton  trade.  The  small  cotton  exchange,  the  American,  uses  a  form  of 
contract  which  provides  for  the  delivery  of  10  bales  of  cotton,  whereas  the  large 
exchange  contract  calls  for  100  bales  of  cotton,  and,  in  addition,  on  the  small  exchange 
cotton  may  be  delivered  in  fulfillment  of  contracts  at  any  spot  cotton  market  in 
the  South  on  transfer  of  bill  of  lading,  whereas  on  the  Xew  York  Cotton  Exchange 
contract  delivery  can  only  be  made  out  of  a  warehouse  in  Xew  York.  Likewise,  at 
Xew  Orleans  delivery  can  only  be  made  out  of  a  warehouse  in  Xew  Orleans. 

Senator  Raxsdell.  How  extensive  is  the  business  of  this  American  Cotton  Ex- 
change? 

Mr.  Morrill.  It  has  been  increasing  very  rapidly  since  it  began.  The  exact 
volume  at  the  present  time  I  am  not  acquainted  with,  but  I  have  heard  it  stated 
that  it  is  as  high  as  2,000.000  bales  a  month. 

Senator  Raxsdell.  When  did  it  begin  business? 

Mr.  Morrill.  It  began  business — well,  it  was  organized,  if  I  recollect  correctly r 
about  four  years  ago,  but  its  active  business  has  not  been  going  on  more  than  two 
or  three  years. 

Senator  Caraway.  If  you  will  pardon  me,  it  must,  be  very  much  higher  than  that, 
because  of  the  sworn  testimony  before  Judge  McAdoo  that  they  dealt  in  50,000,000 
bales.     That  was  the  statement  in  the  clipping  that  was  lost  off  of  my  desk. 

Mr.  Morrill.  The  exact  information  as  to  the  volume  of  trading  on  all  the  exchanges 
is  in  the  possession  of  the  Treasurv  Department  through  the  medium  of  the  reports 
that  they  get,  and  I  don't  happen  to  be  familiar  with  the  recent  volumes  of  business,, 
but  it  has  been  a  matter  of  pretty  rapid  development. 

Senator  Caraway.  I  notice — of  course,  this  sworn  testimony  is  ail  I  know — that 
they  had  two  ways  of  trading.  If  they  crosssed  the  pavement  and  bought  and  sold 
large  numbers  of  bales  it  was  understood  to  be  a  purelv  fictitious  trade  for  the  purpose 
of  raiding  the  market  up  or  down,  as  the  case  might  be.  Say  that  a  man  might  go  on 
the  market  and  buy  1,000,000  bales  of  cotton,  if  he  wanted  to,  and  affect  the  day's 
trading.  I  clipped  the  articles  from  the  publication  in  which  it  appeared  from  day  to 
day  as  the  examination  was  going  on,  in  the  court  in  Xew  York,  but  those  clippings 
have  been  lost. 

Mr.  Morrill.  I  noticed,  in  looking  over  the  testimony  as  recorded  in  this  pamphlet 
of  hearings  of  your  committee,  that  quite  a  number  of  people  from  the  cotton  belt 
and  some  of  the  Senators  have  discussed  this  question  quite  thoroughly.  I  might 
mention  that  in  addition,  as  you,  of  course,  know,  the  subject  has  been  brought  up 
at  almost  every  session  of  Congress  since  1884,  and  that  there  have  been  a  number  of 
bills  which  have  almost  succeeded  in  passage  until  the  United  States  cotton  futures 
act  was  actually  passed  in  1914,  and  preceding  the  actual  consideration  of  each  bill 
there  have  been  considerable  hearings,  and  especially  just  preceding  the  passage  of 
the  original  cotton  futures  act  in  1914,  and  again  just  preceding  the  amendment  to 
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the  cotton  futures  act  which  was  adopted  in  1919.  In  between  those  dates  the  cotton 
futures  act  was  reenacted  in  1916,  because  of  a  court  decision,  and  at  that  time  the 
Committee  on  Agriculture  of  the  House  of  Representatives  reconsidered  the  whole 
subject.  Then  recently,  when  the  futures  trading  act  for  the  grain  exchanges  was 
passed,  there  were  considerable  hearings.  In  all  of  those  hearings  the  question  of 
whether  there  should  be  a  limitation  on  speculation  or  whether  the  exchanges  should 
be  abolished  was  threshed  out  to  a  considerable  extent,  and  it  seems  to  me  that  I  could 
hardly  add  anything  to  that  discussion,  because  it  was  so  thoroughly  discussed  both 
pro  and  con;  and,  moreover,  if  the  question  is  to  be  looked  at  from  the  standpoint  of 
an  attempt  to  prohibit  gambling  on  future  exchanges,  it  involves  a  different  question 
from  the  question  of  business  economies,  because  the  man  in  the  cotton  trade  or  the 
grain  trade  who  desires  to  use  the  future  exchange  for  legitimate  hedging  purposes 
does  not  concern  himself  about  the  ethics  of  the  speculator  who  takes  the  other  side 
of  the  contract. 

The  man  in  the  legitimate  cotton  trade  uses  the  future  exchange  for  the  purpose  of 
insuring  himself  against  fluctuations  in  price,  and  he  looks  upon  the  man  who  takes  the 
other  side  of  the  contract  as  an  insurer.  So  that  in  discussing  the  question  of  regula- 
tion of  future  exchanges,  I  would  not  want  to  enter  into  the  question  whether  from  a 
broad  standpoint  of  policy  the  future  exchanges  ought  to  be  abolished  or  not  because 
of  the  gambling  features.  I  think  that  is  too  broad  a  question  of  policy  for  me  to 
attempt  to  discuss.     But  looking  at  it 

Senator  Caraway.  May  I  interrupt  you  before  you  start  on  that? 

I  want  to  make  one  other  suggestion  that  I  intended  to  make  before.  I  should  like 
to  fix  the  time  of  its  becoming  effective,  I  would  say  now.  August  1, 1923.  I  would  not 
want  any  change  in  the  law  while  existing  contracts  are  existing. 

Senator  Keyes.  As  I  understand  you,  Senator,  you  want  your  bill  to  read  to  go  into 
effect  when? 

Senator  Caraway.  The  1st  of  August,  1923. 

Senator  Dial.  Mr.  Chairman,  may  I  ask  Mr.  Morrill  a  question? 

Senator  Keyes.  Yes. 

Senator  Dial.  Mr.  Morrill,  what  I  am  trying  to  do  in  my  bill  is  not  to  restrict  trading, 
not  to  put  the  exchange  out  of  business,  and  I  am  not  concerned  very  much  about  the 
buying  and  selling  of  contracts.  What  I  am  trying  to  do  is  to  change  the  grading  of 
cotton. 

Now,  my  contention  is  that  there  is  too  much  latitude  there  for  the  seller  to  deliver 
on  the  contract,  and  I  want  to  make  that  workable,  yet  I  want  it  sufficiently  definite 
to  be  practical.  Now,  my  desire  would  be  instead  of  giving  the  seller  the  right  to  use 
any  one  of  10  grades,  to  limit  that  number.  In  other  words,  I  contend  that  it  is  abso- 
lutely wrong  for  the  Government  to  provide  contracts  requiring  a  man  to  cell  a  specific 
grade  of  cotton,  contract  to  sell  and  deliver  and  sell  a  specific  article,  quality  of  article, 
and  then  the  Government  say  that  you  need  not  deliver  that  grade,  but  you  can 
deliver  any  other  of  10  grades.  My  contention  is  that  that  is  absolutely  revolutionary. 
There  is  no  other  custom  in  the  world  similar  to  it.  It  tends  constantly  and  abso- 
lutely to  depress  the  value  of  an  article.  I  can  not  conceive  of  any  other  plan,  scheme, 
or  arrangement  whereby  the  value  of  an  article  could  be  depressed  greater  than  by 
allowing  a  party  to  sell  one  quality  then  the  Government  to  come  in  and  say,  "You 
need  not  carry  out  your  contract,'  but  you  can  deliver  any  other  quality  uf  on  an 
adjusted  price."  Now,  I  have  attempted*  to  correct  that  evil,  as  I  see  it,  and  provided 
three  classes,  A,  B,  and  C,  with  certain  grades  in  ea  h  class  as  a  basis  for  each  class. 
My  understanding  is  that  all  of  the  tenderable  grades  of  cotton  are  good,  spirable 
cotton,  but  I  am  also  told  there  is  no  cotton  mill  in  the  world  running  on  one  clrss  of 
goods  that  can  use  all  of  the:e  10  grades  of  cotton  economically,  and  tbe  efore  the 
indefiniteness  in  the  contract  tends  to  depreciate  the  value  of  the  commodity. 

Now,  I  also  understand  that  in  exporting  cotton,  if  an  exporter  received  on  order 
for  one  particular  grade  he  was  allowed  to  fill  it  with  other  grades,  and,  therefore,  for 
all  practical  purposes  to  restrict  it  to  one  particular  grade  would  be  a  nicety  that  would 
not  be  needed  in  the  trade,  as  I  understand  it. 

I  would  like  to  have  your  views  on  the  arrangement  which  I  have  made  there  con- 
cerning those  two  matters,  to  hear  what  your  views  are  on  them,  and  whether  you 
have  any  objection  to  them  or  any  suggestions  to  make. 

Senator  Keyes.  You  have  a  copy,  have  you,  Mr.  Morrill,  of  S.  3146? 

Mr.  Morrill.  Yes.  As  I  understand  Senator  Dial,  it  is  his  desire  to  preserve  the 
future  exchange  for  hedging  purposes,  but  to  change  the  form  of  contract  that  is  used 
for  that  purpose  so  as  to  have  a  greater  value  as  a  trading  medium. 

Senator  Dial.  Yes. 

Mr.  Morrill.  Therefore,  the  question  of  whether  the  exchanges  should  be  abol- 
ished or  not  does  not  enter  into  the  consideration  from  Senator  Dial's  standpoint. 
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Senator  Dial.  Not  at  all.  However,  I  will  say,  by  way  of  just  passing,  I  think  it 
is  a  pretty  serious  proposition,  but  I  am  not  concerned  in  that  in  this  particular  matter 
here  now.  I  think  it  is  absolutely  wrong  to  allow  them  to  say  what  they  have  and 
then  the  Government  to  come  in  and  say,  "You  need  not  deliver  what  you  sold." 

Senator  Caraway.  May  I  interrupt  you  just  there? 

Mr.  Morrill.  Yes. 

Senator  Caraway.  There  is  a  practice  more  or  less  prevalent  and  used  very  much 
more  in  the  past  than  it  is  now  of  what  was  commonly  called  "kiting  checks."  A 
man  not  having  any  money  in  the  bank  gives  a  check  on  this  bank,  and  then  gave  a 
check  on  some  other  bank,  and  swapped  his  credit  around  that  way,  hoping  in  the 
meantime  to  be  able  to  redeem  it.  Every  State,  so  far  as  I  know,  has  made  that  a 
crime;  and  that  is  exactly  selling  what  you  have  not.  It  is  a  pretense  that  some- 
where you  have  a  deposit  when  you  have  not.  You  sell  it  first  to  this  man  and  then 
to  another. 

Senator  Dial.  I  think  I  agree  with  you,  Senator  Caraway,  thoroughly,  but  I  am 
not  trying  to  correct  that  in  my  bill.  I  agree  with  you  that  perhaps  to-day  50,000,000 
bales  of  the  next  crop  has  been  sold,  whereas,  as  you  said,  nobody  knows  whether 
we  will  make  a  go  of  the  crop  or  two-thirds  of  the  crop  or  the  whole  crop,  and,  in  my 
opinion,  as  long  as  the  man  who  sells  knows  that  he  is  not  going  to  be  called  upon  to 
deliver,  it  tends  to  depress  the  price  tremendously. 

Senator  Keyes.  Mr.  Morrill,  go  ahead  and  give  us  your  views  on  S.  5146,  please. 
The  main  point  is  the  three  grades. 

Mr.  Morrill.  Under  the  present  cotton  futures  act  there  are  three  forms  of  con- 
tract provided,  one  of  which  section  5  of  the  cotton  futures  act  was  designed  primarily 
to  provide,  the  hedging  form  of  contract  which  the  cotton  trade  has  deemed  necessary. 
In  the  beginning  all  of  the  20  grades  of  the  official  cotton  standards  of  the  United 
States  were  deliverable  on  one  contract,  on  the  theory  that  being  a  hedging  contract 
any  cotton  which  a  man  had  within  the  range  of  the  official  cotton  standards  should 
be  deliverable,  subject,  of  course,  to  the  qualification  that  it  be  readily  marketable, 
spinnable  cotton. 

That  enactment  of  the  cotton  futures  act  brought  about  a  great  improvement  in  the 
condition  of  the  futures  market.  It  raised  the  status  of  the  contract  and  made  it  more 
definitely  valuable  to  both  buyer  and  seller,  and  for  the  first  year  or  two  it  functioned 
satisfactorily  to  the  cotton  trade  as  a  hedge.  But  war  conditions  brought  about  a 
change,  to  some  extent,  in  the  use  of  cotton  with  special  reference  to  the  lower  grades. 
They  became  less  readily  marketable,  less  general  in  their  demand,  and  their  deliver- 
ability  on  the  contract  operated  as  a  drag  on  the  price,  and  there  was  a  time  when  these 
contracts  sold  as  much  as  5  cents  below  spot-cotton  prices.  In  other  words,  the  future 
contract  tends  to  have  no  influence  over  spot-cotton  prices  and  ceased  to  be  useful  for 
hedging  purposes. 

In  March.  1919,  Congress  amended  section  5  of  the  cotton  futures  act  by  striking  out 
10  grades  and  leaving  10  deliverable,  which  are  all  named  in  Senator  Dial's  amendment 
here,  and  for  more  than  a  year  past  the  price  of  futures  on  the  New  York  Cotton  Ex- 
change has  been  regularly  above  the  average  price  of  spot  cotton  in  the  South,  with 
only  an  occasional  exception,  and  then  only  a  few  points  variation. 

There  are  charts  published  in  the  publication  of  the  Bureau  of  Markets  known  as 
"Weather,  crops,  and  markets."  The  first  chart  under  date  of  January  14,  1922, 
shows  the  price  of  futures  on  the  New  York  Cotton  Exchange,  the  price  of  futures  on 
the  New  Orleans  Cotton  Exchange,  and  the  average  price  of  middling  cotton  in  the  10 
spot  markets  of  the  South  on  one  chart,  together  with  the  Liverpool  future  prices  on 
the  same  day. 

Senator  Keyes.  Let  me  interrupt  you,  Mr.  Morrill.  Just  in  a  general  way.  will  you 
give  the  committee  an  idea  how  the  prices  vary,  generally  and  roughly  speaking, 
between  New  York  and  M  ew  Orleans  exchanges? 

Mr.  Morrill.  New  York  is  always  higher"  than  New  Orleans  under  normal  condi- 
tions. In  other  words,  when  the  contract  is  functioning  properly  the  New  York  Cotton 
Exchange  contract  sells  at  a  higher  price.  In  fact,  properly  it  should  sell  at  a  price 
just  enough  higher'  to  pay  for  transportation  and  delivery  from  New  Orleans  to  New 
York,  and  whenever  New  York  sells  above  that  difference  thev  ship  cotton  from  New 
Orleans  to  New  York  to  deliver  on  contract,  and  whenever  New  York  gets  too  low 
with  reference  to  New  Orleans  they  engage  in  what  they  call  straddling  operations 
until  the  normal  parity  returns. 

Senator  Dial.  Now,  Mr.  Chairman,  right  there  Mr.  Morrill  has  put  his  finger  right 
on  one  of  my  contentions.  This,  Mr.  Morrill,  is  going  to  the  heart  of  the  whole  propo- 
sition. You  are  correct  about  the  price  of  the  spots  and  the  futures.  My  contention 
is  that  that  proves  absolutely  nothing,  because  if  it  were  not  for  the  present  law  author- 
izing the  seller  to  deliver  any  of  the  10  qualities  of  cotton  on  the  contract,  the  price 
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in  the  10  spot  markets  would  have  been  higher.  That  is  too  narrow.  I  am  not  criti- 
cizing you,  but  I  am  giving  my  contention.  That  is  too  narrow  a  construction  of  the 
proposition.  That  is  only  looking  at  one  phase  of  the  case.  I  am  not  concerned  about 
the  parties  who  buy  and  sell  the  contracts.  I  am  concerned  about  the  man  who  grows 
cotton.  The  low  price  in  the  10  spot  markets  on  the  preceding  day  of  the  delivery 
of  the  cotton  is  because  of  the  unjust,  one-sided  want  of  mutuality  in  the  contract. 
That  is  the  reason  why  the  price  of  spot  was  so  low  that  day  or  any  other  day.  I  hope 
to  get  that  clear  in  the  minds  of  the  committee.  There  are  very  few  points  in  my 
proposition — fundamental  points.  That  is  one  of  the  main  points.  The  reason  spot 
cotton  in  the  South  to-day — of  course,  I  am  radically  differing  from  Senator  Ransdell, 
but  I  want  to  get  that  clear — the  reason  the  price  of  the  spot  market  to-day  is  so  low 
is  because  of  want  of  mutuality  in  this  contract. 

Senator  Ransdell.  Now,  Mr.  Chairman,  the  Senator  brings  me  in.  i  want  to  hear 
what  the  witnesses  have  got  to  say.  I  don't  want  to  make  my  speech  now,  and  I 
don't  think  Senator  Dial  ought  to  make  his,  but  we  want  to  hear  these  witnesses. 

Senator  Keyes.  I  think  Senator  Ransdell  is  right.  We  will  have  a  chance  to  dis- 
cuss these  matters.  We  can  not  get  witnesses  here  every  day,  and  we  are  always 
here. 

Senator  Dial.  You  are  right,  Mr.  Chairman.  I  beg  your  pardon,  but  that  was  so 
opportune,  you  know. 

Mr.  Morrill.  There  is  no  doubt  that  there  is  a  close  relationship  between  futures, 
and  spot,  and  one  would  not  get  anywhere  if  he  undertook  to  say  that  there  was  not, 
or  that  one  did  not  have  any  effect  on  the  other.  But  there  gets  to  be  a  time  when 
futures  do  not  control  spots  and  when  spots  do  not  control  futures.  It  would  depend 
upon  the  kind  of  contract  you  have  on  the  future  exchange  whether  spot  may  be  said 
to  be  controlled  by  futures.  We  all  know  when  a  future  contract  permits  delivery 
of  cotton  that  is  not  readily  marketable  and  not  readily  spinable  the  price  is  depressed, 
and  no  doubt  that  exercises  an  influence  on  spot  cotton  prices.  But  we  also  know,  by 
observation,  that  every  cotton  man,  and  particularly  Senator  Smith  has  observed, 
that  when  the  contract  gets  undesirable,  as  a  matter  of  fact  it  begins  to  sell  at  a  dis- 
count under  spot  cotton  prices,  not  actually  carrying  the  spot  cotton  price  down 
with  it. 

Now,  the  thing  that  must  be  considered  in  connection  with  any  attempt  to  amend 
section  5  of  the  cotton  futures  act  is  whether  after  it  is  amended  it  will  perform  its 
hedging  function  as  well  as  this  price  function.  In  other  words,  if  you  disregard  the 
hedging  function  you  can  formulate  a  contract  which  will  sell  way  above  the  price 
of  middling  cotton,  if  you  look  at  it  wholly  from  the  standpoint  of  the  kind  of  contract 
that  will  bring  a  high  price.  For  example,  we  will  take  the  three  classes  that  Senator 
Dial  has  in  his  bill  here.  These  three  classes  are  made  up  from  combinations  of  the 
10  grades  now  deliverable  on  the  contract.  Class  A  calls  for  4  grades,  and  they  are 
all  high  grades — middling  fair,  strictly  good  middling,  good  middling,  and  strict 
middling. 

If  the  cotton  exchange  were  to  decide  upon  that  contract  as  a  basis  for  trading, 
you  would  have  a  contract  that  would  sell  possibly  somewhere  about  the  price  of 
good  middling  cotton,  assuming  that  that  might  be  the  average  of  that  contract,  and 
I  hardly  think  it  could  be  expected  that  middling  cotton  in  the  South  could  be  brought 
up  to  the  price  of  future  contracts  that  represent  good  middling  cotton.  On  the  other 
hand,  if  they  should  adopt  class  B,  which  includes  strict  middling,  middling,  strict 
low  middling,  and  good  middling  yellow  tinged  cotton,  your  contract  may  be  and, 
quite  likely  will,  sell  somewhere  around  the  average  middling  price,  on  account  of 
the  fact  that  strict  low  middling  is  deliverable  on  it. 

Now,  the  third  class  provides  for  the  delivery  of  strict  low  middling,  low  middling 
strict  middling  yellow  tinged,  and  good  middling  yellow  stained.  It  is  perfectly 
obvious  that  that  contract  won't  sell  at  a  middling  price,  because  middling  is  above 
any  grade  that  is  deliverable  on  that  contract,  and  yet,  on  the  other  hand,  when  you 
know  that  middling  is  not  deliverable  on  it,  the  middling  price  won't  be  brought 
down  because  of  the  fact  that  a  contract  which  does  not  permit  middling  sells  lower 
than  the  middling  pi  ice  in  the  South. 

Senator  Smith.  Let  me  ask  you  one  question  right  there. 

We  have  got  in  this  bill  proposing  an  amendment  by  Senator  Dial  three  bases. 
What,  in  your  opinion,  would  be  the  effect  on  the  sale  of  cotton  if  the  public  tinder- 
stood  that  when  they  bought  No.  1,  cotton  of  a  specific  grade,  as  enumerated  there, 
would  be  delivered  on  No.  i  or  No.  2,  the  specific  grade,  and  on  No.  2,  the  highest,  a 
specific  grade?  Would  it,  in  your  opinion,  be  possible,  or  is  it  probable  that  they 
would  so  discount  No.  1  as  to  bring  the  relative  value  of  all  10  within  practically 
the  same  bounds  that  now  obtain  when  all  10  grades  are  admissible  on  one  contract? 
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Mr.  Morrill.  I  might  premise  my  remark  by  saying  that  I  do  not  pretend  to  be 
an  economist  or  an  expert;  therefore  I  have  to  state  the  situation  as  I  see  it,  and  as 
it  seems  to  me  it  might  exist,  looking  at  it  from  the  standpoint  of  what  the  member 
of  the  cotton  exchange  would  do  with  this  bill  when  it  was  passed.  There  are  three 
forms  of  contract.  Under  the  present  condition  of  affairs  there  is  only  one  form 
of  contract,  and  that  forms  the  basis  for  all  transactions.  Therefore  the  buyers  and 
sellers  come  into  one  pit,  and  expect  to  deal  in  one  form  of  contract,  and  the  whole 
volume  of  business  is  thrown  onto  that  one  form  of  contract,  and  you  have  a  con- 
tinuous market  that  the  spot  cotton  trade  argues  for.  Now,  whether  you  could  reduce 
the  volume  of  business  and  still  have  enough  business  to  provide  a  continuous  market 
is  a  matter  of  guesswork  to  a  certain  extent.  Now,  this  divides  the  present  form  of 
contract  up  into  three. 

Senator  Smith.  Three  contracts? 

Mr.  Morrill.  If  they  should  trade  in  all  three,  then  your  volume  of  business  there 
would  be  cut  into  fractions  of  the  present  volume,  or  there  would  be  a  tremendous 
increase  in  business  in  order  to  provide  the  same  volume  of  business  in  any  one  of 
these  three  forms  of  contract. 

My  feeling  is  that  they  are  not  going  to  adopt  all  three  of  these  forms  of  contract 
if  this  amendment  is  made.  That  is  purely  a  feeling  on  my  part.  I  think  that  quite 
likely  they  would  not  adopt  class  A.  Whether  they  would  adopt  class  B  or  class  C 
is  something  that  I  can  not  foretell,  but  I  am  inclined  to  think  that  they  would  adopt 
only  one  of  the  three  classes,  and  that  would  be  either  class  C  or  class  B  and  not  class  A. 

Now,  if  they  adopted  class  B  it  reduces  the  number  of  grades  deliverable  on  the 
contract  from  the  present  10  to  4,  and  they  would  be  embraced  within  strict  middling, 
middling,  or  strict  low  middling  white  grades,  and  the  good  middling  yellow  tinged, 
which  is  a  pretty  good  class  or  quality  of  cotton,  just  about  as  near  white  as  any  of  the 
present  grades  permits.  That,  of  course,  would  be  a  more  valuable  contract  from  the 
standpoint  of  the  buyer,  it  seems  to  me,  because  of  the  fact  that  he  knows  that  his 
delivery  will  be  restricted  within  those  four  grades;  but  from  the  standpoint  of  the 
seller  it  must  be  remembered  that  his  hedge  is  restricted  to  these  four  grades;  that  if 
he  has  got  cotton  in  any  of  the  other  grades  of  the  cotton  standards  they  are  not  hedged 
by  this  contract;  and  looking  at  it  from  the  standpoint  of  the  banker,  who  insists 
that  the  man  who  deals  with  him  shall  see  that  his  cotton  is  sold  on  hedge,  it  can  not 
be  shown,  in  the  case  of  low  middling,  or  in  the  case  of  any  of  the  other  grades  that 
are  not  covered  by  these  four. 

Senator  Ransdell.  And  in  the  average  here,  Mr.  Morrill,  would  not  the  producer 
have  more  grades  than  those  included  in  class  B  to  sell? 

Mr.  Morrill.  Speaking  of  the  aggregate  producer,  they  have  all  the  grades  in 
greater  or  less  volume,  according  to  the  year.  If  it  is  a  good  year  the  number  of  grades 
will  be  less;  if  it  is  a  poor  year  it  will  be  greater.  I  remember  that  I  think  possibly 
Senator  Smith  secured  the  passage  of  a  resolution  calling  upon  the  Census  Bureau  at 
one  time  to  get  up  for  him  some  figures  as  to  spinable  cotton,  and  they  took  as  a  basis 
cotton  which  was  tenderable  on  future  contracts  at  that  time,  which  includes  the  10 
grades  that  are  all  specified  in  these  three  classes  here,  and  they  at  that  time  estimated 
that  there  was  in  storage  in  the  warehouses  of  the  country  cotton  that  was  untenderable 
on  future  contracts  to  the  extent  of  24  per  cent  of  the  total. 

Senator  Ransdell.  That  is,  it  did  not  come  within  any  of  the  10  grades? 

Mr.  Morrill.  It  did  not  come  within  any  of  the  10  grades;  so  that  when  we  take  off 
some  of  the  10  we  add  to  the  volume  of  untenderable  cotton.  Whether  that  is  de- 
sirable  

Senator  Dial.  You  do  not  understand  that  I  am  trying  to  take  off  any? 

Mr.  Morrill.  I  don't  want  you  to  misunderstand  me,  Senator.  I  am  speaking 
from  the  standpoint  of  class  B,  for  example,  or  any  one  of  the  three  forms,  assuming 
that  the  exchange  will  not  adopt  all  three  but  will  select  one.  Whichever  grade 
they  select,  all  other  grades  will  immediately  become  untenderable  on  the  future 
exchange.  If  they  select  class  B,  low  middling  cotton  will  not  be  tenderable,  and 
that  will  add  to  the  total  of  untenderable  cotton,  and  low  middling  exists  in  quite 
considerable  volume  in  a  good  many  years  in  the  South. 

Senator  Smith.  Just  one  question  of  Mr.  Morrill. 

The  New  York  Cotton  Exchange  and,  in  a  largemea  sure,  the  New  Orleans  Cotton 
Exchange,  is  principally  a  hedging  market.  This  amendment,  one  of  the  subjects, 
is  predicated  upon  the  idea  that  the  exchange  would  also  be  a  spot  market.  That 
would  be  you i  construction  of  it,  that  the  party  buying  a  contract  is  anticipating  a 
delivery  of  that  cotton,  whereas  under  his  hedge  it  is  an  insurance  against  the  cotton; 
he  then  can  go  and  buy  his  spots  wherever  he  sees  fit,  or  wherever  he  may  find  them. 

Mr.  Morrill  Senator.  I  think  you  are  Quite  right.  There  is  a  conflict  of  views 
constantly  in  all  of  these  attempts  to  amend  the  cotton  futures  act.     There  is  on  the 


TO  AMEND  SECTION  5  OF  THE  COTTON  FUTURES  ACT.  163 

one  side  the  view  that  the  future  market  ought  to  be  transformed  into  a  spot  market, 
a  place  where  a  spinner  can  buy  his  cotton. 

Senator  Dial.  There  is  nothing  inconsistent  in  combining  the  two? 

Mr.  Morrill.  The  two  are  totally  different  things,  Senator.  The  hedging  market 
is  not  intended  to  be  a  substitute  for  a  spot  market.  It  is  a  supplement,  an  incident 
to  a  spot  market.  You  would  continue  to  have  your  spot  market  if  you  abolished 
both  the  New  York  and  New  Orleans  Cotton  Exchanges.  On  the  other  hand,  you 
would  not  have  hedging  markets  anywhere  if  you  abolished  those  two  exchanges, 
unless  you  used  Liverpool. 

Senator  Dial.  1  understand  that,  but  if  my  amendment  was  enacted  into  law  there 
would  be  nothing  to  prevent  the  purchaser  going  out  and  buying  cotton  wherever  he 
wanted  to,  notwithstanding  he  had  the  contract,  just  like  they  do  to-day. 

Mr.  Morrill.  That  is  true;  your  amendment  will  not  in  any  way  place  any  restric- 
tion on  the  spot  markets,  except  to  the  extent  that  if  your  contract  is  less  valuable 
for  hedging  purposes  the  trading  in  spot  cotton  will  be  carried  on  on  a  wider  margin 
of  profit  to  the  dealer. 

Senator  Smith.  Well,  that  is  very  natural,  but  suppose  that  if  I,  in  the  purchase 
of  my  hedge,  am  purchasing  that  hedge  for  cotton  I  want,  at  a  satisfactory  price,  I 
would  just  call  on  the  exchange  to  deliver  the  cotton  and  never  put  any  broker  in  the 
field  to  buy  it.     Why  should  I? 

Mr.  Morrill.  I  would  not  attempt  to  argue  for  a  minute  that  the  question  of  whether 
a  restriction  upon  the  deliverability  of  cotton  so  as  to  bring  it  within  narrower  limits 
would  be  more  valuable  to  the  buyer.  It  certainly  would  be  more  valuable  to  the 
buyer,  but  would  the  hedging  function  remain?    That  is  the  question. 

Senator  Ransdell.  And  would  it  be  more  valuable  to  the  producer? 

Mr.  Morrill.  That  is  subject  to  this  qualification  always,  that  as  a  practical  business 
proposition  if  the  future  exchange  is  to  perform  its  functions,  the  range  of  deliverable 
cotton  must  be  kept  within  the  limits  of  readily  marketable,  spinnable  cotton;  but 
after  you  have  determined  upon  what  are  the  readily  marketable,  spinnable  grades, 
any  attempt  to  narrow  it  further  lessens  the  value  of  the  contract  for  hedging  purposes, 
and  lessens  the  ready  ability  of  the  farmer  to  dispose  of  his  cotton  at  a  satisfactory 
price,  because  the  man  who  buys  it  from  him  is  deprived  of  his  ability  to  hedge  to 
the  extent  that  you  place  restrictions  upon  the  deliverability. 

Senator  Dial.  Mr.  Morrill,  would  not  the  purchaser  always  pay  more  for  a  product 
provided  he  knows  what  he  is  going  to  get? 

Mr.  Morrill.  He  will.  He  will  give  more  for  the  contract  just  to  the  extent  that 
you  make  it  a  more  valuable  contract  for  him  to  buy.  Restricting  the  deliverability 
no  doubt  makes  that  contract  less  valuable  to  the  man  who  buys  it. 

Senator  Smith.  But  right  there,  Mr.  Morrill,  you  are  getting  a  confusion  of  the  two 
ideas  again. 

Mr.  Morrill.  Yes,  sir. 

Senator  Smith.  Of  course,  if  a  man  is  going  to  buy  a  contract  and  expects  the  cotton 
to  be  delivered  on  that  contract,  from  the  party  who  purchases  the  contract,  then,  of 
course,  he  wants  to  know  exactly  what  grade  of  cotton  he  is  going  to  get;  but  if  he  is 
hedging  and  is  going  to  buy  his  cotton  under  the  protection  of  that  hedge  in  the  spot 
market,  he  does  not  concern  himself,  within  reasonable  limits — as  you  say,  it  is  all 
spinnable  cotton.  By  his  hedge  he  is  protected.  If  they  attempt  to  deliver  him 
unspinnable  cotton  at  a  fixed  difference,  like  they  used  to  do,  he  would  be  absolutely 
at  the  mercy  of  the  party  that  sold  him  the  contract,  but,  under  the  restriction  to  the 
10  grades,  he  is  restricted  to  good  spinnable  cotton,  and  he  knows  that  if  as  a  last 
resort  he  is  compelled  to  take  up  his  cotton  on  the  contract,  he  not  only  is  protected 
in  the  spinnable  grades,  but  he  is  protected  against  a  juggling  of  the  prices,  because 
the  price  must  be  as  of  the  average  of  the  spot  markets  on  the  six  days  prior  to  delivery. 

Mr.  Morrill.  The  commercial  differences  govern. 

Senator  Smith.  The  commercial  differences. 

Mr.  Morrill.  The  reason  I  referred  to  the  proposition  of  readily  marketable  grades 
of  cotton  is  because  if  for  any  reason  the  man  who  sold  for  hedging  purposes  has  to 
deliver — not  that  he  wants  to  deliver,  but  if  he  has  to  deliver — and  the  buyer  there- 
fore has  to  receive,  the  buyer  will  have  something  that  he  can  dispose  of  readily  and 
at  its  current  market  value.  Of  course,  if  there  were  deliverable  to  him  some  cotton 
that  he  could  not  dispose  of  readily,  naturally  the  future  contract  would  be  depressed 
in  price,  just  as  it  was  before  the  present  10  grades  were  made  the  limit.  The  point 
of  it  is  that  for  hedging  purposes,  as  Senator  Smith  has  been  indicating,  it  is  not  con- 
templated that  delivery  is  to  be  made  on  the  future  contract,  except  as  a  right  or  a 
privilege,  looking  at  it  from  whichever  standpoint  you  look  at  it.  either  Inner  or 
seller.  In  other  words,  the  right  to  deliver  on  the  one  hand  and  the  right  to  receive 
on  the  other  is  simply  a  protection  as  an  incident  to  the  hedging  function.    The  man 
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who  has  bought  100  bales  of  cotton  from  a  group  of  farmers  does  not  look  upon  the 
future  market  as  a  place  to  sell  his  actual  cotton  and  deliver  it  to  anybody.  He  looks 
upon  that  just  as  he  would  look  upon  an  insurance  company,  to  get  that  insurance 
company  to  protect  him  against  loss  while  he  is  carrying  on  his  ordinary  business, 
which  is  selling  that  actual  cotton  to  spinners  or  to  exporters  or  to  whoever  will  pay 
him  prices  satisfactory  to  him.  Therefore,  what  he  wants  in  the  future  market  is  one 
which  travels  on  a  constant  relationship  with  spot  prices,  so  that  when  he  comes  to 
close  out  his  futures  he  has  been  protected  against  loss  in  the  meantime;  and  that 
condition  has  existed  throughout  the  whole  of  the  year  1921  and  January  and  Feb- 
ruary of  this  year. 

The  lines  of  the  future  and  spot  prices  traveled  right  along  together  as  anyone  can 
see  from  looking  at  that  chart,  and  even  more  markedly  in  the  last  two  months.  The 
lines  run  along  almost  at  a  fixed  difference  between  futures  and  spots.  When  that 
condition  of  affairs  exists  the  man  in  the  spot  cotton  business  feels  that  he  has  a  proper 
hedging  contract  from  the  standpoint  of  protecting  him  against  fluctuations. 

Senator  Smith.  As  soon  as  this  overburden  or  alleged  overburden  of  lower  grades 
had  begun  to  disappear  the  two  went  back  to  normal? 

Mr.  Morrill.  Yes,  sir. 

Senator  Smith.  That  is,  the  future  market  and  the  spot  market.  It  is  natural  to 
suppose  that  when  there  was  an  overflow  of  the  very  lowest  grade  tenderable  the  whole 
chain  would  be  lowered  somewhat  on  account  of  that  being  the  most  readily  available 
and  more  readily  deliverable;  but  since  we  have  absorbed  that  I  have  noticed  that 
the  two  have  come  nearly  together  again,  and  run  along  evenly. 

Mr,  Morrill.  Of  course,  I  would  not  want  to  give  the  impression,  in  saying  what  I 
have,  that  I  look  upon  the  present  contract  as  a  perfect  contract  and  one  that  will 
always  function  properly.  I  am  merely  saying  that  during  the  last  year  or  fourteen 
months  it  has  been  functioning  satisfactorny. 

Senator  Smith.  Let  me  ask  you  this  question  right  here,  because  I  may  forget  it: 

Staples  are  now  beginning  to  have  quite  a  good  deal  to  do  with  the  grade  as  well  as 
the  color  and  foreign  matter,  and  will  there  not  have  to  be  more  attention  paid  to 
grades  in  the  contract  if  we  are  to  keep  up  with  the  progress  of  the  business  in  these 
grades? 

Mr.  Morrill.  There  ought  always  to  have  been  more  attention  paid  to  staple  of  cotton 
than  has  been  paid  to  it  in  the  past.  The  length  of  staple  constitutes  a  very  important 
factor  in  the  value  of  cotton,  and  it  has  been  contended  by  some  that  the  evolution  in 
the  production  of  cotton  during  the  last  few  years  has  brought  us  to  the  point  where 
cotton  an  inch  in  length  of  staple  is  a  better  basis  for  trading  purposes  than  seven- 
eighths.  That  argument  is  being  made  to  a  considerable  extent,  and  I  have  heard 
people  in  the  cotton  business  advance  the  argument  that  cotton  deliverable  under  the 
cotton-futures  act  ought  probably  to  be  raised  to  an  inch,  for  the  reason  that  they  con- 
sider that  an  inch  represents  more  nearly  the  average  production  than  seven-eighths. 

Of  course,  we  do  not  have  much  actual  data  on  length  of  staple,  because  the  cotton 
business  is  not  conducted  in  the  same  way  that  the  grain  business  is,  Senator.  In 
other  words,  in  the  grain  business  we  have  organized  inspection  departments  in  every 
grain  market  in  the  country,  and  every  bit  of  grain  that  comes  into  a  grain  market  is 
graded  and  you  know  exactly  how  every  bit  of  grain  in  the  country  that  moves  in 
interstate  commerce  is  graded.  You  can  get  up  figures  at  any  time  showing  how  many 
bushels  of  each  grade  go  into  each  market.  When  it  comes  to  the  cotton  market  we 
haven't  anything  comparable  to  that.  It  is  pure  guesswork  to  say  how  many  bales  in 
each  grade  of  length  of  staple  there  are  in  the  country. 

Senator  Smith.  Another  confusing  thing  is  that  you  may  take  a  sample  of  good 
middling  and  an  expert  would  not  tell  the  difference,  so  far  as  color  is  concerned, 
between  seven-eighths  of  an  inch  or  an  inch  or  between  seven-eighths  and  one  and 
one-eighth,  whereas  there  is  a  difference  of  six  or  seven  dollars  a  bale  in  the  value 
of  the  two.     Classes  are  misleading. 

Senator  Dial.  Will  you  kindly  tell  the  committee,  briefly,  if  you  please,  the  re- 
spective rights  of  the  purchaser  and  seller  in  the  present  contract? 

Mr.  Morrill.  Under  the  present  contract  there  are  10  grades  deliverable,  and  for 
the  purpose  of  trading  the  price  is  intended  to  represent  the  price  of  middling  cotton. 

Senator  Dial.  The  contract  is  made  for  middling? 

Mr.  Morrill.  No;  the  contract  is  not  made  for  middling.  It  is  made  for  10  grades, 
with  middling  as  a  basis  upon  which  all  calculations  are  made,  for  the  purpose  of 
giving  that  contract  price. 

Senator  Smith.  A  standard  of  comparison? 

Mr.  Morrill.  Yes,  for  the  purpose  of  giving  that  contract  a  price.  The  price  is 
set  to  be  for  middling  cotton,  with  allowances  for  grades  below  and  premiums  for 
grades  above,  according  to  what  cotton  is  deliverable  on  the  contract,  and  according 
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to  what  cotton  is  deliverable  on  the  contract,  and  according  to  commercial  differences 
on  the  six  business  days  prior  to  the  delivery  on  that  contract.  So  that  when  we 
speak  of  section  5  contracts  as  calling  for  middling  cotton,  we  do  not  really  mean 
that.  We  merely  mean  that  middling  is  the  basis  of  the  contract  and  that  the  con- 
tract is  really  a  contract  for  10  grades,  any  or  all  of  which  the  seller  can  deliver  to  the 
buyer  and  the  buyer  be  required  to  receive. 

Senator  Dial.  Has  the  buyer  any  preference? 

Mr.  Morrill.  The  buyer  has  no  election  at  all  of  the  grades  which  he  will  receive. 
The  seller  exercises  the  option  of  determining  what  grades  he  will  deliver.  That  is 
because  the  contract  has  always  been  looked  at  from  the  angle  of  the  southern  shipper 
as  a  contract  to  be  used  for  a  selling  hedge  with  the  idea  that  the  southern  shipper  should 
be  able  to  deliver  the  cotton  that  he  has,  not  that  he  wants  to,  but  that  if  he  has  got  it 
and  wants  to  be  hedged  he  should  be  able  to  deliver  whatever  cotton  he  has,  and  the 
cotton  business  is  so  conducted  that  when  a  man  is  buying  cotton  from  the  farmers, 
he  takes  all  the  cotton  the  farmer  has,  as  a  rule,  and  takes  all  the  grades,  and  while 
he  may  not  at  the  time  be  able  to  determine  exactly  the  price,  according  to  what  it 
would  be  if  delivered  on  contract,  and  when  I  say  "delivered  on  contract"  I  mean 
future  contract. 

Senator  Dial.  It  may  be  that  an  exporter  has  bought  a  thousand  bales  of  cotton  in 
each  of  the  specific  grades.  He  could  not  wait  for  maturity  with  any  certainty  of 
getting  that  kind. 

Mr.  Morrill.  The  exporter  would  not  buy  cotton  on  the  future  market  for  the  pur- 
pose of  filling  contracts  for  any  particular  grade. 

Senator  Dial.  Suppose  he  wanted  a  particular  grade;  then  that  would  do  him  no 
good,  would  it? 

Mr.  Morrill.  What  he  would  do  then  is  this:  If  he  had  an  order  from  abroad  for 
a  thousand  bales  of,  we  will  say,  strict  middling  cotton,  and  has  not  yet  bought  the 
actual  spot  cotton  in  the  South,  he  will  buy  futures,  not  for  the  purpose  of  receiving 
any  cotton  on  the  futures,  but  for  the  purpose  of  securing  a  hedge  until  he  gets  the 
actual  cotton  to  fulfill  his  contract  from  abroad. 

Senator  Dial.  There  would  not  be  anything  wrong  if  he  coukLbuy  a  contract  and 
then  deliver  it?    Where  would  be  the  harm  in  that? 

Mr.  Morrill.  Of  course,  you  get  down  then  to  the  proposition  of  doing  business 
on  a  spot  basis. 

Senator  Dial.  I  can  not  see  anything  immoral  in  doing  it  on  a  spot  basis. 

Mr.  Morrill.  I  am  not  trying  to  argue  the  morality  of  the  question.  I  am  trying 
to  discuss  merely  the  business  aspects  of  it. 

(Whereupon,  at  12  o'clock  noon,  the  committee  adjourned  subject  to  the  call  of 
the  chairman.) 
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FRIDAY,  JUNE  2,  1922. 

United  States  Senate, 
Subcommittee  of  the  Committee  on  Ageictjltuee  and  Foeestey, 

Washington,  D.  C. 
The  subcommittee  met,  pursuant  to  call,  at  9.30  o'clock  a.  m.,  in  the  Senate 
Office  Building,  Senator  Henry  W.  Keyes  presiding. 
Present:  Senators  Keyes  (chairman)  and  Smith. 
Senator  Keyes.  The  committee  is  ready  to  proceed. 

STATEMENT  OF  MR.  CHESTER  MORRILL,  ASSISTANT  TO  THE 
SECRETARY,  UNITED  STATES  DEPARTMENT  OF  AGRICUL- 
TURE.— Resumed. 

Senator  Keyes.  Mr.  Morrill,  as  I  recall  it,  at  our  last  meeting  you  did  not  have 
time  to  finish  your  testimony,  and  we  would  be  very  glad,  indeed,  to  hear  any- 
thing further  you  have  to  say  in  regard  to  the  bills  that  are  before  the  committee. 

Mr.  Moeeill.  Mr.  Chairman,  I  have  looked  over  my  testimony  since  then  and 
I  do  not  know  that  I  have  anything  of  real  value  to  add  to  it.  We  had  some 
little  discussion,  you  will  remember,  just  after  the  close  of  the  hearing,  and  I 
don't  know  that  I  can  add  to  what  I  said  at  that  time. 

Senator  Keyes.  May  I  interrupt  you? 

Mr.  Moeeill.  Yes,  sir. 

Senator  Keyes.  After  the  close  of  the  hearing,  as  I  remember,  I  had  to  leave, 
and  what  discussion  took  place  after  I  left  the  room  I  know  nothing  about ;  but 
if  there  is  anything  that  took  place  there  that  you  feel  ought  to  go  into  the  rec- 
ord, I  would  like  very  much  to  have  you  put  it  in,  because  I  did  not  hear  what 
was  said  after  we  adjourned. 

Mr.  Moeeill.  I  was  referring  to  the  discussion  before  you  left  that  did  not  go 
into  the  record. 

Senator  Keyes.  Oh,  yes. 

Mr.  Moeeill.  I  feel  perhaps  either  you  or  Senator  Smith  would  have  some 
questions  you  want  to  ask  that  would  bring  out  what  you  want  me  to  discuss 
better  than  I  could  if  I  were  to  volunteer  some  statement.  You  will  remember 
we  were  discussing  three  bills,  the  bill  introduced  by  Senator  Caraway,  which 
had  the  practical  effect  of  providing  for  the  discontinuance  of  the  future  ex- 
changes, as  we  understand  it ;  the  bill  by  Senator  Shortridge  to  provide  a  new 
form  of  contract  for  Arizona  Egyptian  cotton,  to  which  we  have  no  general 
objection;  and  the  bill  by  Senator  Dial  to  substitute  three  classes  of  contracts 
for  the  present  one  class  of  contract  covered  by  section  5  of  the  cotton  futures 
act;  those  three  classes  being  made  up  by  taking  the  grades  that  are  now  de- 
liverable under  section  5  of  the  cotton  futures  act  and  placing  certain  ones  in 
each  of  three  classes. 

Senator  Keyes.  As  I  understand  it,  Mr.  Morrill,  you  have  no  objection  to  the 
so-called  Shortridge  bill,  covering  long  staple  cotton  ;  that  is,  if  we  are  to  have 
cotton  exchanges  continue. 

Mr.  Moeeill.  Yes.  If  in  your  opinion  it  is  desirable  to  provide  for  an  addi- 
tional form  of  contract  to  take  care  of  Arizona  Egyptian  cotton,  we  have  no 
objection  to  this  bill. 

Senator  Smith.  I  have  not  noticed  that  bill  particularly.  Does  that  specify 
particularly  the  Arizona  Egyptian  cotton? 

Mr.  Moeeill.  Yes,  sir.  It  is  for  that  purpose  only.  The  official  name  is 
American  Egyptian. 

107 


168  AMEND   SECTION   5   OF    COTTON   FUTURES   ACT. 

There  is  one  particular  item  in  it  about  which  the  department  has  made  a 
suggestion,  and  that  is  on  page  3,  in  line  10,  where  it  says  liVinch  length  of 
staple.  The  department  believes  that  should  be  Its-inch  length  of  staple. 
That  suggestion  was  brought  before  the  House  Committee  on  Agriculture,  and 
that  committee  agreed  to  report  the  bill  out  with  an  amendment  making  the 
change  we  suggested.  We  did  it  because  we  believed  ItV  is  too  short  and  would 
have  the  possible  effect  of  depressing  the  price. 

Senator  Smith.  And  misleading  the  public,  because  you  would  think  you 
were  getting  the  staple  that  the  American  Egyptian  would  necessarily  carry 
witht  it  when  perhaps  you  would  slip  in  some  other  cotton. 

Mr.  Morrill.  We  think  li%  will  take  care  of  every  legitimate  interest  and 
at  the  same  time  will  be  better  protection  to  the  public. 

Senator  Keyes.  In  regard  to  the  Caraway  bill,  so  called,  what  is  your  position? 

Mr.  Morrill.  The  point  that  we  make  about  that  is  that  it  is  apparently 
designed,  and  we  think  it  would  have  the  effect,  to  close  the  future  exchanges 
for  the  performance  of  the  function  of  hedging  as  now  conducted,  and  it  there- 
fore becomes  simply  a  question  of  national  legislative  policy  for  Congress  to 
decide  whether  it  wants  to  close  the  future  exchanges.  I  think  Senator  Cara- 
way stated  expressly  that  that  was  his  purpose. 

Senator  Keyes.  That  is  my  understanding. 

Now,  we  get  down  to  the  Dial  bill. 

Senator  Smith.  I  want  to  ask  you,  Mr.  Morrill — as  you  recall,  I  am  the 
originator  of  the  present  cotton  futures  act,  also  the  originator  as  to  limitations 
of  grades  deliverable.  We  have  been  working  under  that  for  a  good  little  while. 
Now.  to  take  the  tenderable  grades,  divide  them  into  three  different  contracts, 
and  leave  the  trade  to  buy  A,  B,  or  C — what,  in  your  opinion,  is  the  effect  upon 
the  general  trade? 

Mr.  Morrill.  My  opinion  would  be  that  the  trade  would  not  do  business  on 
all  three  forms  Of  course  I  am  merely  expressing  an  opinion,  because  I  do 
not  know  what  will  happen  until  it  happens,  but  the  practical  side  of  the  situa- 
tion, it  seems  to  me,  would  result  in  the  selection  of  one  of  those  forms  of 
contract,  and  I  would  think  that  they  might  select  the  lowest  of  the  three, 
the  one  which  permits  low  middling,  strict  low  middling,  and  middling  to  be 
delivered,  because  of  the  fact  that  low  middling  and  strict  low  middling  par- 
ticularly come  within  the  average  range  of  the  bulk  of  the  crop,  and  because 
it  would  allow  them  more  latitude  for  delivering.  Naturally,  if  they  were  to 
select  one  of  the  other  classes,  A  or  B,  the  possibility  of  delivery  and  also  the 
amount  of  cotton  that  could  be  hedged  would  be  reduced,  and  of  course  we 
have  always,  in  any  consideration  of  this  question,  the  limitation  of  grade  on 
contract  and  conflicts  of  interest,  in  a  sense. 

The  buyers  of  future  contracts  who  are  not  buying  for  hedging  purposes 
would  probably  like  very  much  to  have  the  range  of  cotton  greatly  restricted. 
On  the  other  hand,  the  southern  shipper  or  merchant  or  other  person  who 
stands  in  a  position  of  hedging  against  cotton  which  he  may  have  to  deliver, 
does  not  want  the  range  of  cotton  restricted,  because  that  narrows  his  ability 
to  hedge  himself.  So  that  what  we  have  to  do,  in  our  opinion,  is  to  strike 
a  safe  middle  ground ;  that  is  to  say,  follow  the  principle  that  all  cotton  deliv- 
erable on  future  contracts  must  be  readily  marketable  and  spinnable  cotton. 

Senator  Smith.  You  remember,  Mr,  Morrill,  that  the  difficulty  I  had  in 
passing  my  amendment  to  restrict  the  grades  delivered  was  to  exclude  ail 
cotton  that  was  not  generally  merchantable,  that  the  trade  did  not  generally 
desire. 

Mr.  Morrill.  Yes. 

Senator  Smith.  And  yet  to  include  and  not  outlaw,  but  to  include  in  that 
contract  all  cottons  that  were  ordinarily  on  the  platform  throughout  the  coun- 
try, tendered  as  good,  dry,  sound  cotton. 

Mr.  Morrill.  Yes,  sir. 

Senator  Smith.  Of  course,  varying  in  grades  as  the  classification  as  to  color, 
staple  and  foreign  matter  might  indicate. 

Mr.  Morrill.  Yes,  sir. 

Senator  Smith.  But  all  of  it  good  spinnable  cotton? 

Mr.  Morrill.  Yes,  sir. 

Senator  Smith.  Now,  the  ordinary  method  of  purchasing  and  selling  on  the 
platforms  throughout  the  country  is  in  all  those  grades. 

Mr.  Morrill.  Yes,  sir. 
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Senator  Smith.  The  farmer  comes  up  with  a  load  of  cotton  that  he  has 
taken  from  under  his  shed  and  he  may  have  two  wagon  loads  comprising  nine 
bales,  and  he  may  have  one  bale  of  each  grade  tenderable. 

Mr.  Morrill.  That  is  possible. 

Senator  Smith.  Yes ;  it  is  possible,  and  sometimes  when  the  world  is  fluctu- 
ating it  is  probable.  Now,  anyone  buying  that  cotton  to  hedge  against  it,  would 
he  not  have  to  hedge  in  each  class  as  he  has  to  grade  his  cotton  out? 

Mr.  Morrill.  That  is  precisely  where  the  difficulty  would  be,  that  there  is 
no  one  of  those  three  forms  of  contract  which  would  be  an  adequate  hedge 
alone ;  and  he  would  be  in  the  difficulty  there  of  having  to  hedge  three  times  as 
much  cotton  as  he  wanted  to  hedge,  or  to  not  hedge  at  all. 

Seuator  Smith.  He  buys  a  thousand  bales  at  a  given  platform,  takes  it  around 
to  the  warehouse,  and  he  wants  to  hedge  against  that  purchase;  would  it  not 
necessitate  his  grading  all  that  cotton  and  setting  each  amount  off  into  its  sepa- 
rate classification  in  order  that  he  might  hedge? 

Mr.  Morrill.  Yes,  sir.  On  a  strictly  hedging  basis,  he  would  have  to  know 
his  grades,  and  he  could  only  safely  hedge  those  grades  which  were  within  any 
one  of  the  three  forms  of  contract  that  he  selected. 

Senator  Smith.  Not  only  would  he  have  to  know  the  grades,  but  he  would 
have  to  know  how  many  of  each  grade  he  had  in  order  to  intelligently  hedge 
against  that  grade. 

Mr.  Morrill.  Yes ;  that  is  true. 

Senator  Smith.  Under  the  operation  of  the  present  law  all  the  cotton  that  is 
tenderable  is  more  or  less  interchangeable  in  the  mills.  What  I  mean  to  say  is 
that  a  mill  taking  strict  low  on  its  contract,  low  middling  or  strict  middling, 
strict  good  middling,  can  combine  them  all  and  spin  them  together. 

Mr.  Morrill.  The  bulk  of  the  deliverable  grades  can  be  used  by  most  mills, 
and  even  though  it  might  be  brought  out  that  some  particular  mill  could  not  use 
them  all,  yet  we  do  know  that  there  are  so  many  mills  that  combined  can  use 
them  all  that  there  is  no  difficulty  whatsoever  about  marketing  all  10  grades. 

Senator  Smith.  There  is  one  point,  Mr.  Morrill,  that  comes  right  to  the  crux 
of  this  legislation :  The  allegation  has  been  made  that  the  farmers  of  the  South 
are  losing  millions  each  day  because  the  seller  of  the  contract  has  the  right  to 
deliver  such  a  scale  of  grades  that  he  depresses  the  market,  because  of  the  fear 
on  the  part  of  the  purchaser  that  if  he  demands  specific  fulfillment  of  his  con- 
tract he  will  be  tendered  a  grade  which  will  entail  a  loss  upon  him,  because  the 
tender  of  the  grade  is  at  the  option  of  the  seller,  and  he  has  the  option  in  10 
grades.  Under  the  present  law,  if  I  demand  specific  fulfillment  and  you  fulfill 
my  contract  by  delivery  all  in  the  lowest  grade  tenderable,  to  wit,  low  middling, 
you  can  not  ask  me  more  for  that  low  middling  cotton  than  a  certain  number 
of  bona  fide  spot  markets  are  paying  for  that  cotton  at  a  specified  date  under 
the  law. 

Mr.  Morrill.  That  is  to  say,  the  difference  between  the  middling  basis  and  the 
low  middling  price? 

Senator  Smith.  Yes. 

Mr.  Morrill.  And  that  must  be  the  actual  commercial  difference  in  value  in 
those  markets. 

Senator  Smith.  And  not  the  fixed  difference. 

Mr.  Morrill.  That  is  right. 

Senator  Smith.  Cotton  is  quoted,  let  us  say,  20  cents,  basis  New  York,  and  I 
buy  a  contract  from  you  and  demand  the  cotton.  You  deliver  me  my  contract, 
a  thousand  bales  or  100  bales,  in  low  middling.  Now,  the  basis  is  20.  I  buy 
upon  the  basis  of  middling  20.  You  deliver  me  two  full  grades — that  is.  we  used 
to  consider  it  two  half  grades — under,  and  you  tell  me  that  you  tender  me  that 
at  19  cents  a  pound.  I  am  dissatisfied.  Under  the  law  you  and  I  have  to  ascer- 
tain what  low  middling  was  bringing  in  a  certain  specific  number  of  bona  fide 
spot  markets  on  a  given  date  under  the  law. 

Mr.  Morrill.  The  seller  has  no  option  in  that  matter.  He  is  compelled  to 
accept  a  deduction  from  the  future  contract  price  of  the  number  of  points  that 
constitute  the  difference  between  the  middling  cash  price  and  the  low  middling 
cash  price  in  10  bona  fide  spot  markets. 

Senator  Smith.  Mr.  Morrill,  do  you  see  wherein  it  is  possible  for  a  broker 
on  the  New  York  exchange,  or  member  of  any  cotton  exchange,  to  take  ad- 
vantage, unfair  advantage,  of  a  purchaser  of  a  contract  as  between  any  of 
the  grades  tenderable?    What  I  moan  is.  how  will  ho  depress  the  market? 

Mr.  Morrill.  He  can  not  depress  his  market  by  the  grades  that  ho  delivers. 
for  two  reasons.     In  the  first  place,  every  bale  of  cotton  that  ho  delivers  must 
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be  classed  and  certified  by  a  Government  employee  according  to  the  official 
cotton  standards  of  the  United  States,  and  that  is  an  absolutely  disinterested 
grading  of  that  cotton.  In  the  second  place,  he  does  not  determine  the  grades ; 
the  contract  determines  the  grades,  and  he  can  not  deliver  anything  that  is 
below  what  the  contract  calls  for.  For  example,  low  middling  (using  your 
illustration) — if  he  offers  cotton  which  is  actually  below  low  middling,  it  will 
not  be  certificated  by  the  Government,  and  then,  having  delivered  it,  he  must 
take  the  commercial  discount  off  of  the  future  price  for  that  particular  grade 
of  cotton  that  he  delivers,  and  of  course  under  present  conditions  all  of  the 
10  grades  are  readily  marketable  cotton,  so  that  if  it  happened  that  the  buyer 
was  not  in  position  to  use  that  low  middling  cotton  in  his  own  mill,  he  can 
readily  turn  it  over  to  somebody  else  at  the  same  price  difference  that  he  re- 
ceives it  at. 

Senator  Smith.  Well,  is  it  not  also  a  fact  that  almost  a  nonappreciable,  if 
I  may  use  that  term,  negligible  amount  of  cotton  is  actually  handled  in  the 
settlement  of  hedges? 

Mr.  Moekill.  Compared  with  the  total  volume  of  transactions,  it  is  very,  very 
insignificant,  because  that  is  not  the  purpose  of  a  hedging  contract.  It  is  nor 
the  purpose  of  a  hedging  contract  to  deliver  or  to  receive  cotton.  A  hedging 
contract  is  in  the  nature  of  insurance  against  price  fluctuations  in  the  price  of 
spot  cotton  in  which  the  person  who  is  using  the  future  contract  for  hedging 
purposes  may  be  dealing.  In  other  words  the  southern  merchant,  the  exporter, 
the  spinner,  do  not  use  the  future  exchange  for  the  purpose  of  selling  and  buy- 
ing the  actual  spot  cotton.  They  use  the  ordinary  channels  of  commerce  in- 
volved in  direct  dealings  between  themselves  and  the  persons  with  whom  they 
want  to  do  business  for  the  purpose  of  disposing  of  their  cotton  or  buying  their 
cotton  that  they  want,  us'ng  the  future  exchange  simply  as  a  means  of  covering 
fluctuations  in  price  between  the  t:me  of  purchase  and  sale  of  the  spot  cotton. 
The  only  time  that  we  get  into  any  particular  trouble  about  the  future  con- 
tract with  respect  to  the  grades  is  when  an  abnormal  condition  arises,  such 
as  did  exist  during  the  war,  when,  because  of  the  uses  to  which  cotton  was 
being  put  and  the  changes  in  market  conditions  and  the  cutting  off  of  certain 
markets,  certain  grades  become  less  marketable  than  at  other  times. 

Senator  Smith.  Also  on  account  of  the  very  unfortunate  Government  order. 

Mr.  Moeetll.  I  have  that  in  mind.  I  have  that  very  much  in  mind.  The  low 
middling  has  in  the  past  been  an  uncertain  grade  in  that  respect. 

Senator  Smith.  Yes. 

Mr.  Moebill.  Conceivably  it  might  in  the  future  again  become  uncertain  if 
we  had  a  very  big  crop  of  low-grade  cotton :  low  middling  could  become  some- 
what of  a  drag  on  the  market  or  show  its  effect  on  future  prices.  Just  at  the 
present  time  and  for  more  than  a  year  past  low  middling  has  not  been  a  drag 
on  the  contract.  As  a  matter  of  fact,  there  is  not  a  great  deal  of  it.  apparently. 
at  this  time. 

Senator  Smith.  Yes.  I  have  not  been  keeping  up  with  that.  What  are  the 
differences  now?    What  are  the  discounts  and  the  premiums  above? 

Mr.  Moerill.  Taking  the  average  of  the  10  grades,  on  May  20  the  average 
price  of  middling  in  the  10  markets  was  19.59:  strict  low  middling  was  58 
points  off — just  a  trifle  over  a  half  cent. 

Senator  Smith.  That  is  somewhat  better  than  it  was  in  1919? 

Mr.  Moreill.  Yes,  sir.  Low  middling  was  133  points  off.  which  is  only  1J 
cents ;  and  even  good  ordinary  is  only  323  points  off  middling,  or  3  cents.  So 
that  there  has  been  a  decided  narrowing  in  the  discounts  on  the  lower  grades 
since  the  war  time. 

Now,  as  to  the  proportion  of  strict  low  middling  and  low  middling,  while  of 
course  we  have  no  figures  on  the  stocks  of  cotton  generally,  because  you  know 
the  situation  as  to  ascertaining  the  grades,  yet  we  do  know  the  stocks  of  cotton 
in  New  York  deliverable  on  future  contracts,  and  on  May  19  they  had  in  stock 
in  New  York  146.000  bales  of  tenderable  cotton. 

Senator  Smith.  That  is.  certificated  cotton? 

Mr.  Moerill.  Certificated  cotton.  Of  that  146.000  bales  only  about  3S.000 
bales  were  below  middling,  and  of  all  of  that  cotton  only  4.460  bales  were  low 
middling.  So  that  you  see  that  low  middling  at  the  present  time  is  not  a  drug 
on  the  New  York  market  particularly. 

I  might  say  in  that  connection  that  during  the  month  of  May  just  finished 
we  have  had  the  largest  amount  of  cotton  brought  to  us  for  classification 
that  we  have  had  at  any  time  since  the  amendment  of  March  4.  1919.  We 
had  something  over  120.000  bales  classed  during  the  month  of  May  in  New 
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York,  and  every  bale  of  it  was  classed  and  certificate  issued  before  the  end 
of  the  month.  In  other  words,  there  was  absolutely  no  delay  to  the  fulfillment 
of  contracts. 

Senator  Smith.  Mr.  Morrill,  do  you  hear  any  complaint  from  the  producers 
and  mill  men  generally  as  to  the  satisfactory  operation  of  the  present  law? 

Mr.  Moeeill.  I  would  like  to  refer  that  question  to  Mr.  Meadows,  who  is 
head  of  the  Cotton  Market  Division  of  the  Bureau  of  Markets,  who  keeps  closer 
in  touch  with  those  matter  than  I  do. 

Mr.  W.  R.  Meadows  (in  charge  of  Cotton  Division,  Bureau  of  Markets). 
No,  sir ;  I  have  not  heard  any  complaint  about  the  operation  of  the  present  law. 
I  think  the  cotton  trade,  especially  those  that  I  come  in  contact  with,  think  it 
is  a  good  law,  and  they  are  willing  to  abide  by  it. 

Senator  Smith.  Well,  do  you  hear  any  complaint  from  the  producers?  Of 
course,  there  are  not  a  great  many,  apparently,  but  a  respectable  number  of 
people  use  it. 

Mr.  Meadows.  I  have  heard  no  complaint  from  producers.  I  have  heard  a 
few  remarks  of  cotton  exporters  in  Texas  and  the  West  who  wish  to  widen  the 
number  of  grades  tenderable  on  future  contracts  to  include  the  whole  limit  of 
good  ordinary. 

Senator  Smith.  That  is  just  the  opposite  of  this? 

Mr.  Meadows.  That  is  just  the  opposite  of  your  question.  I  have  heard  that 
in  a  few  instances.  I  do  not  think  it  is  sentiment  that  is  sufficiently  crystalized 
to  have  to  be  heeded,  but  it  nevertheless  has  come  to  my  attention,  because  I 
come  in  contact  with  cotton  futures  and  men  who  are  seeking  to  hedge  their 
cotton  who  claim  when  they  get  low-grade  cotton  they  can  not  hedge  it,  and 
they  would  like  to  see  the  contract  widened  on  that  account.  I  have  heard 
no  complaint  from  producers,  though,  at  all. 

Senator  Keyes.  Mr.  Morrill,  I  would  like  to  have  you  express  an  opinion,  if 
you  will,  as  to  whether  you  feel  that  if  this  amendment  suggested  in  S.  3146 
is  adopted,  it  will  in  any  way  benefit  the  producer  of  cotton. 

Mr.  Moeeill.  I  hardly  see  how  it  can,  because  of  the  conditions  that  I  have 
stated.  It  seems  to  me  that  we  have  to  consider  this  fact,  that  we  can  not 
legislate  value  into  cotton,  assuming  that  the  future  contract  that  we  have  does 
do  justice  in  the  premiums  and  discounts  and  grades  deliverable  as  between 
the  seller  and  buyer. 

Senator  Keyes.  I  know  you  have  given  this  a  great  deal  of  attention,  and  I 
would  like  to  ask  if  you  can  suggest  anything  to  this  committee  in  the  way 
of  amendment  of  the  present  law  which  would  improve  the  marketing  system 
that  we  now  have. 

Mr.  Moeeill.  I  think  that  if  the  committee  were  to  decide  to  consider  amend- 
ments not  before  it  at  the  present  time,  in  the  form  of  proposed  bills,  the  de- 
partment could  make  recommendations  as  to  certain  phases  of  the  contract 
now  dealt  in  on  future  exchanges,  because  naturally  it  can  not  be  assumed 
that  a  contract  is  always  perfect,  and  we  feel  that  from  time  to  time  there  are 
improvements  that  can  be  made. 

Senator  Smith.  Mr. -Morrill,  in  connection  with  the  general  subject,  I  want 
to  ask  you  if  the  department  has  considered  the  question  of  restricting  the  sale 
of  cotton  to  the  actual  ownership  or  the  potential  ownership  in  the  form  of 
option. 

Mr.  Moeeill.  On  future  exchanges? 

Senator  Smith.  Yes. 

Mr.  Moeeill.  Yes;  from  time  to  time  that  question  has  been  presented  by 
various  bills  that  have  been  introduced  in  Congress,  and.  of  course,  we  have  had 
to  give  consideration  to  it.  It  involves  the  question  of  whether  a  future  ex- 
change can  be  continued  in  operation  when  confined  to  the  persons  engaged  in 
the  spot-cotton  business;  in  other  words,  whether  they  can  get  along  without 
speculation  in  order  to  provide  adequate  hedges  for  the  spot-cotton  business. 
We  do  not  know  exactly,  or  even  approximately,  what  proportion  of  the  trans- 
actions on  the  future  exchanges  is  hedging  as  distinguished  from  speculative 
transactions.  It  is  natural  to  assume  that  the  majority  of  the  transactions  are 
speculative ;  but  that  is,  of  course,  an  assumption. 

Senator  Smith.  The  reason  I  am  asking  this  question  is  that  it  seems  to 
me  there  is  a  great  field  for  investigation  as  to  whether  an  individual  or  indi- 
viduals or  whether  the  market  should  allow  unlimited  sale  without  the  seller 
owning  or  intending  to  own  or  to  deliver  the  actual  cotton,  having  the  privilege 
of  selling  an  indefinite  number  of  bales. 
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Mr.  Morrill.  May  I  suggest  this  for  your  consideration,  that  the  member 
of  the  spot  cotton  trade,  such  as  an  exporter,  or  a  broker  for  a  mill  who  may 
be  buying  on  the  future  exchange  for  hedging  purposes  is  ( not  necessarily  in 
the  market  at  the  same  time  that  some  southern  shipper  is  in  the  market 
for  the  purpose  of  selling  as  a  hedge,  so  that  the  speculator  probably  in  most 
cases  takes  the  other  side  of  that  hedge  by  the  exporter  or  the  spinner,  and 
if  the  speculator  were  not  there  the  exporter  or  the  spinner  might  not  be 
able  readily  to  hedge  himself  in  future  markets  on  the  buying  side. 

Senator  Smith.  Yes;  but  leave  aside  that  particular  contingency,  we  are 
concerned  with  the  effects  of  our  market  laws  and  rules  upon  the  commodity 
in  the  hands  of  the  producer.  He  is  unorganized  and  he  does  not  in  any  way 
personally  affect  the  market.  His  resources  are  notoriously  limited,  and  he 
is  absolutely  subject  to  whatever  influences  influence  that  market  outside  of 
himself.  He  has  a  commodity  the  amount  of  which  for  market  purposes  is 
pretty  well  known  by  the  1st  of  November,  that  neither  increases  nor  diminishes 
except  by  consumption,  as  to  diminishing,  until  the  beginning  of  the  coming  in  of 
the  next  crop,  and  yet  we  see  fluctuations  that  would  justify  the  presence  of  a 
new  crop  or  the  absence  of  the  one  that  is  there,  giving  rise  to  quite  a  bit  of 
criticism,  and  justifiable  criticism,  that  some  influences  are  at  work  other  than 
the  law  of  supply  and  demand  or  the  purchase  and  sale  of  the  actual  com- 
modity. Those  engaged  in  the  actual  buying  and  selling,  as  cotton  men,  dis- 
tinguished from  the  producer,  may  be  able  to  protect  themselves  in  this  up  and 
down  tendency  of  prices.  The  cumulative  testimony  would  lead  us  to  believe 
that  they  do,  because  they  are  still  there  doing  business. 

But  it  is  notoriously  true  that  the  producers  of  cotton  are  universally  without 
means  and  are  always  totally  uncertain  as  to  what  each  day  is  going  to  deter- 
mine is  the  value  of  their  cotton.  If  the  rules  and  regulations  of  the  cotton 
mrket  were  such  that  the  purchase  and  sale  of  the  commodity  was  predicated 
upon  and  determined  practically  by  the  law  of  supply  and  demand,  as  near  as 
we  may  approximate  it  in  human  endeavor,  there  would  be  less  grounds  for 
criticism  and  perhaps  less  unfairness  and  less  hardship.  One  would  be  better 
able  to  do  business.  I  recognize  what  you  say  is  true,  that  so  far  as  hedging 
against  purchase  and  sale  is  concerned,  it  might  embarrass  him  for  a  while; 
but  to  leave  the  market  at  the  mercy  of  unlimited  sales  at  any  given  time, 
the  purchasers  of  this  tremendous  avalanche  of  sales  then  sell,  and  may  not 
intend  to  take  up  a  single  bale.  They  may  be  just  as  purely  gambling  as  the 
man  that  is  selling.  They  are  throwing  dice  in  the  way  of  the  prices  on 
the  cubes,  but  if  the  man  that  threw  the  dice  had  to  have  the  value  represented 
on  the  cube  in  actual  stuff,  or  the  option  on  it,  he  could  reach  his  limit  as 
quick  as  he  got  rid  of  the  amount  of  stuff  he  had  back  of  it,  and  he,  perforce, 
would  have  to  stop.  The  purchaser  could  not,  certainly,  go  out  and  purchase 
under  such  regulations  as  that  unless  he  was  buying  within  the  limit  of  supply, 
and  I  have  been  worried  by  that  more  than  anything  else  that,  remains  to  be 
done  in  the  regulation  of  this  commodity. 

Mr.  Morrill.  It  seems  to  me,  following  your  line  of  thought,  that  you  are 
thinking  in  your  own  mind  whether  a  future  exchange  is  a  desirable  thing, 
and  not  whether  the  sales  of  future  contracts  should  be  limited  to  persons  who 
either  have  the  actual  cotton  or  have  it  in  possibility,  because  you  are  discuss- 
ing the  effect  of  the  speculation  on  the  future  exchanges,  on  the  prices,  first,  of 
the  future  contracts  themselves,  and  then  by  reflection  on  the  price  of  spot 
cotton. 

Senator  Smith.  Will  you  just  pardon  me  there?  Let  us  get  our  terminology 
together,  then  we  can  understand  each  other  better.  I  can  speculate  on  spots 
just  as  readily  and  plunge  just  as  violently  as  I  can  on  a  pure  gamble, 
without  a  speck  of  cotton  back  of  it.  We  must  remember  that  within  60  days, 
practically  speaking,  a  12  months'  supply  is  brought  into  existence.  Somebody 
is  going  to  speculate  on  that  actual  stuff  for  the  next  12  months.  So  that  the 
element  of  speculation  is  not  eliminated.  We  might  eliminate  the  pure,  unadul- 
terated gambling.    Now,  that  is  a  distinction  that  I  would  like  to  make. 

Mr.  Morrill.  It,  of  course,  depends  upon  what  your  definition  is  as  between 
gambling  and  speculation.  I  have  heard  a  good  many  definitions.  I  do  not 
know  that  I  have  ever  heard  any  two  people  exactly  agree  as  to  the  difference 
between  gambling  and  speculation.  Some  people  think  that  perhaps  you  can 
distinguish  between  gambling  and  speculation  by  saying  the  person  who  has  the 
actual  possession  of  the  commodity  is  simply  speculating,  and  the  person  who 
has  not  is  a  gambler. 
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Senator  Smith.  I  think  for  all  intents  and  purposes  in  considering  the  ques- 
tion before  us  we  might  take  that  terminology  and  that  definition  or  distinc- 
tion. Say  I  have  a  lot  that  I  have  actually  bought  but  I  do  not  intend  to  live 
on  it,  but  am  holding  that  lot  for  a  rising  market.  I  dismiss  all  tenants  and  all 
persons  desiring  to  purchase  it.  People  come  who  want  to  live  on  it  and  offer 
me  a  premium.  "  No.  I  own  it.  To-morrow  or  the  day  after  to-morrow,  I  be- 
lieve it  is  going  up  in  price.  I  will  hold  it."  Mr.  Meadows,  over  there,  comes 
to  another  man  and  says,  "I  have  not  got  any  lot  but  I  will  sell  you  one." 
To  this  prospective  buyer  he  says,  "  I  will  sell  you  one."  "  You  will  sell  me  a 
lot?"  "Yes;  at  half  the  price  Smith  is  offering  that  one  for."  "When  will 
you  deliver  it?"  "Well,  12  months  from  now."  He  will  sell  that  other  man  a 
lot,  will  guarantee  delivery.  He  has  a  clause  in  his  contract,  though,  that  at 
the  time  of  delivery  if  he  has  not'  got  the  lot  he  can  pay  the  purchaser  a 
premium.  Now,  it  is  quoted  all  around  that  the  lots  that  Meadows  has  to  sell 
are  half  the  price  of  Smith's  lot.  What  Smith  has  got  there  is  the  actual  lot 
that  he  has  put  his  money  in,  and  Mr.  Meadows  has  gone  ahead  and  sold  a 
number  of  lots  that  he  did  not  have,  but  he  put  them  on  the  market,  and  bang 
went  the  market.  But  if  Mr.  Meadows  was  under  the  law  not  allowed  to  sell 
a  single  lot  until  he  went  and  bought  one,  that  would  be  a  gray  horse  of  an- 
other color. 

Mr.  Moerill.  Taking  your  distinction,  in  which  class  would  you  put  the  ex- 
porter who  contracts  to  deliver  to  an  English  mill  six  months  from  now  when 
he  has  not  any  cotton  in  his  possession  or  any  contract  with  anyone  to  deliver 
him  the  cotton? 

Senator  Smith.  I  would  put  him  in  the  Meadows  class. 

Mr.  Moeeill.  Now,  as  a  matter  of  fact,  Mr.  Meadows,  is  not  that  sort  of 
business  done  by  exporters  right  along,  as  part  of  the  legitimate  spot  cotton 
business? 

Mr.  Meadows.  Yes,  sir. 

Senator  Smith.  That  is  what  I  know. 

Mr.  Morrill.  What  is  the  difference  between  that  and  the  case  of  the  short 
seller  on  the  future  exchange? 

Senator  Smith.  It  is  only  this.  This  man,  the  exporter,  sells  his  cotton  for 
future  delivery.  This  broker  actually  commits  himself  to  the  American  con- 
sumer. He  immediately  goes  on  the  board  and  hedges  himself.  He  has  got  to 
do  it.  If  he  did  not  do  it  he  would  not  sell,  but  he  goes  there  and  hedges  on  the 
board.  Now,  so  far  as  he  is  concerned,  he  is  fully  protected,  whether  it  goes  up 
or  goes  down.  This  man  who  took  the  chance  is  purely  gambling.  That  man  has 
not,  because  he  has  actually  and  potentially  sold  a  bale  the  price  of  which  is 
guaranteed,  and  the  delivery  of  which  is  guaranteed,  but  if  this  man,  the  ex- 
change man  Who  takes  the  hedge,  had  to  have  the  cotton,  then  he  would  have  to 
go  to  my  warehouse  in  South  Carolina,  or  yours,  and  get  it.  He  could  not  sit 
down  there  and  say,  "  I  will  sweat  that  fellow  out  with  warehouse  charges  and 
insurance  charges  and  country  damage — bleed  him  white.  Here  is  10,000 
bales  to  be  delivered  next  October  in  Liverpool,  and  I  have  not  got  a  bale,  and 
the  law  says  I  do  not  dare  sell  it  until  I  have  got  it,  therefore  I  must  go  clown 
there  and  buy  that  cotton." 

Mr.  Morrill.  You  have  brought  out  something  that  I  had  in  mind.  What 
about  that  exporter?  You  said  that  exporter  would  not  make  that  contract  if 
he  could  not  hedge  on  the  future  exchange.  Is  he  going  to  be  able  to  hedge  on 
future  exchange  if  the  only  one  who  can  sell  to  him  is  the  owner  who  has  the 
actual  cotton? 

Senator  Smith.  Yes,  for  this  reason :  Somebody  is  carrying  the  actual  spots 
that  are  ultimately  delivered.  Who  is  carrying  them?  Now,  we  are  getting  to 
the  very  core  of  this  matter.  I  am  carrying  them  right  now.  They  are  actually 
buying  and  selling  my  cotton  and  I  am  paying  warehouse  charges  and  insur- 
ance charges  for  carrying  it.     They  are  actually  committing  my  cotton. 

Mr.  Morrill.  If  the  seller  of  the  cotton  in  that  case  must  have  the  actual 
cotton  somewhere 

Senator  Smith.  Or  the  option  on  it. 

Mr.  Morrill  (continuing).  Either  the  actual  cotton  or  a  contract  which  obli- 
gates the  delivery  of  the  specific  cotton  to  him,  then  the  exporter  is  not  going  to 
be  able  to  buy  it  anywhere  except  from  those  people  who  sell  on  future  ex- 
changes. It  will  be  taken  out  of  the  channels  of  spot  trade,  assuming  that  the 
future  exchange  continues  to  operate.     I  don't  think  it  will  under  those  condi- 
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tions.  I  don't  think  you  will  have  any  future  exchange  under  those  conditions. 
I  think  that  you  will  eliminate  the  future  exchange  under  that  sort  of  illustra- 
tion, and  all  the  business  will  be  done  on  a  cash  basis. 

Senator  Smith.  What  about  the  stock  exchange?  It  setms  to  be  a  pretty 
flourishing  institution. 

Mr.  Moeeill.  Yes;  the  stock  exchange  is,  for  all  practical  purposes,  a  cash 
market. 

Senator  Smith.  They  do  a  pretty  fine  business. 

Mr.  Moeeill.  Oh,  yes ;  but  they  are  dealing  in  stock. 

Senator  Smith.  But  they  are  dealing  in  actual  stocks. 

Mr.  Moeeill.  Yes ;  but  there  is  no  hedging  function  involved  in  the  stock 
exchange.  They  are  not  hedging  anything,  not  any  more  than  the  cash  grain 
market  of  the  Chicago  Board  of  Trade  is  a  hedging  market.  That  is  where  you 
pass  title. 

Senator  Smith.  There  is  that  distinction.  I  tell  you,  I  am  rather  of  the 
opinion — and  I  am  willing  to  have  this  go  into  the  record — that  with  the  actual 
commodity  here,  just  as  much  so  as  that  railroad  out  yonder,  or  a  steel  plant, 
that  actual  cotton  is  there ;  and  why  we  can  not  restrict  the  purchase  and  sale 
to  the  actual  stuff  is  a  fruitful  field  to  debate  about,  and  I  am  not  satisfied  yet. 

Mr.  Moeeill.  Don't  misunderstand  me.  I  do  not  mean  to  say  that  Congress 
has  not  the  power  to  regulate  the  operations  of  future  exchanges  on  the  basis 
of  their  effect  upon  interstate  commerce  in  cotton,  assuming  that  operations  on 
the  future  exchanges  either  actually  or  potentially  obstruct  or  interfere  with 
that  interstate  trade  or  cause  the  imposition  of  a  burden  on  that  interstate 
trade ;  but  the  question,  as  I  think,  is  not  a  question  of  power,  but  a  question 
of  national  policy,  as  to  whether  you  want  to  have  a  future  exchange  and  how 
much  you  can  limit  the  operations  on  a  future  exchange  without  eliminating 
the  future  exchange ;  and,  of  course,  I  would  not  want  to  have  it  implied  from 
anything  that  I  have  said  that  I  think  that  there  is  not  speculation  or  gambling, 
if  you  choose,  on  the  future  exchanges. 

I  think  it  is  apparent  to  anyone  who  observes  these  future  exchanges  that 
from  time  to  time  there  are  movements  on  the  future  exchanges  that  are  not 
justified  by  world  conditions  in  the  spot-cotton  trade;  that  are  wholly  based 
upon  some  business  purpose  of  the  immediate  parties  to  the  transactions, 
involving  the  idea  of  making  a  profit  out  of  a  local  situation,  perhaps ;  and,  of 
course,  the  question  of  whether  that  sort  of  thing  can  be  regulated  without 
destroying  the  general  function  of  the  exchange  is  one  of  being  able  to  segre- 
gate those  transactions  from  other  transactions.  It  is  a  little  difficult  to  figure 
it  out.  Now,  it  is  commonly  said — and  I  think  there  must  be  a  sound  basis 
for  it — that  the  strongest  concerns  in  the  cotton  business  would  not  be  par- 
ticularly injured  by  the  discontinuance  of  the  operation  of  the  future  exchanges : 
that  they  would  simply  change  their  mode  of  doing  business ;  that  instead  of 
hedging  themselves  on  future  exchanges,  as  they  do  at  present,  they  would 
simply  exact  larger  margins  of  profit  in  their  spot-cotton  business,  and  protect 
themselves  in  that  way ;  and  that  there  would  be  a  tendency  to  concentrate  the 
handling  of  spot  cotton  in  the  stronger  and  larger  firms  who  are  able  to  carry 
a  financial  burden  of  considerable  extent.  In  fact,  I  have  heard  men  among 
the  smaller  dealers  say  that  that  is  exactly  what  they  would  fear  from  stopping 
the  operation  of  the  future  exchanges ;  that  they  would  have  to  either  go  out 
of  business  or  find  themselves  jobs  with  the  larger  firms  that  were  stronger 
than  they  were;  and  then,  too,  there  is  the  question  of  what  would  happen  in 
time  of  stress.  That  can  be  argued  on  both  sides.  But  we  know  that  in  the 
case  of  wool  two  years  ago  the  bottom  dropped  out  of  the  wool  market  over- 
night. 

Up  to  a  certain  date  buyers  had  been  traveling  around  through  the  far  West 
buying  wool  at  around,  if  I  recollect  correctly.  50  cents  a  pound.  The  next 
day  the  buyers  said,  "  We  are  not  buying ;  we  do  not  want  wool  at  any  price." 
and  the  price  of  wool  dropped  almost  perpendicularly  to  somewhere  in  the 
neighborhood  of  20  cents  a  pound,  and  it  was  a  long  time  before  that  situation 
was  cleared  up  and  wool  got  back  on  a  marketable  basis.  There  was  nowhere 
to  sell  wool  except  to  the  people  in  the  actual  wool  trade,  and  they  did  not 
want  to  buy.  for  reasons  of  their  own. 

Senator  Keyes.  Now.  Mr.  Morrill,  have  you  anything  further  to  say  on  this 
so-called  Dial  bill.  No.  3146.  so  far  as  it  relates  to  the  amendment  of  section  5? 

Mr.  Moeeill.  No,  sir;  I  don't  believe  that  I  have. 

Senator  Keyes.  Are  there  any  further  questions? 
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Senator  Smith.  No,  sir. 

Senator  Keyes.  Very  well.  Then  we  are  very  much  obliged  to  you,  Mr. 
Morrill. 

Mr.  Meadows,  do  you  want  to  be  heard? 

Mr.  Meadows.  I  do  not  care  to  go  on  the  stand,  unless  you  want  me  to.  I 
just  came  up  here  with  Mr.  Morrill. 

Senator  Keyes.  Senator  Smith,  do  you  know  of  any  further  witnesses  to  be 
heard  on  this  bill? 

Senator  Smith.  No  ;  I  do  not. 

Senator  Keyes.  Then  the  hearing  is  closed. 

(Whereupon  at  10.30  o'clock  a.  m.  the  hearing  was  closed  and  the  committee 
adjourned.) 
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Apeil  20  (calendar  day,  July  31),  1922. — Ordered  to  be  printed. 


Mr.  Ransdell,  from  the  Committee  on  Agriculture  and  Forestry, 
submitted  the  following 

ADVERSE  REPORT. 

[To  accompany  S.  385  and  S.  3146.] 

The  Committee  on  Agriculture  and  Forestry,  to  which  was  referred 
the  bills  (S.  385  and  S.  3146)  to  amend  section  5  of  the  cotton  futures 
act,  approved  August  11,  1916,  as  amended,  having  carefully  con- 
sidered the  bills,  respectfully  reports  them  back  with  an  unfavorable 
recommendation.  Both  bills  are  attached  hereto,  and  made  part 
hereof. 

These  bills  have  a  common  authoriship,  S.  3146  being  in  the 
nature  of  a  substitute  for  S.  385,  and  broadly  stated  is  intended  to 
revolutionize  the  method  of  trading  in  cotton  for  future  delivery  as 
now  conducted  under  the  supervision  of  the  United  States  Depart- 
ment of  Agriculture. 

Your  committee  wishes  to  emphasize  the  fact  that  with  the 
solitary  exception  of  their  author,  not  a  witness  appeared  in  support 
of  these  bills  from  the  time  the  hearings  started  on  Friday,  January 
20,  until  they  closed  on  Friday,  June  2,  although  ample  opportunity 
was  afforded  everyone  interested  to  be  heard. 

In  striking  contrast  with  this  showing,  some  of  the  most  repre- 
sentative planters,  spot-cotton  merchants,  exporters,  and  banters 
from  the  cotton-producing  States  either  appeared  in  person  or 
notified  the  committee  in  writing  of  their  unalterable  opposition  to 
these  bills.  Resolutions  were  received  from  the  spot-cotton  ox- 
changes  located  throughout  the  South,  whose  members  were  no  loss 
emphatic  than  the  witnesses  for  the  New  Orleans  Cotton  Exchange 
in  opposition  to  these  bills,  or  to  any  material  change  in  the  future 
contract  now  operating  under  the  supervision  of  the  Secretary  of 
Agriculture.  And  finally,  representatives  from  the  Department  of 
Agriculture,  which  is  primarily  concerned  with  the  welfare  o(  the 
small  cotton  farmer,  appeared  before  the  commit  too  and  placed  the 
stamp  of  the  unqualified  disapproval  of  the  Department  o(  Agri- 
culture on  S.  385  and  S.  3146. 
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The  evidence  adduced  by  the  committee  developed  that  the 
contract  delivery  system  as  conducted  on  theiNew  Orleans  Cotton 
Exchange  consists  of  the  buying  and  selling  of  cotton  for  future 
delivery  under  the  United  States  cotton  futures  act,  as  amended 
March  4,  1919,  and  regulations  of  the  Secretary  of  Agriculture 
pursuant  thereto. 

The  contracts  are  known  as  section  5  contracts,  as  that  section 
of  the  United  States  cotton  futures  act  and  the  regulations  of  the 
Secretary  of  Agriculture  constitute  the  limitations  thereof.  These 
provide  that — 

All  contracts  made  for  future  delivery  on  any  exchange,  board 
of  trade,  or  similar  institution  or  place  of  business  not  in  conformity 
with  the  United  States  cotton  futures  act  are  subject  to  a  tax  of 
2  cents  per  pound; 

The  contract  must  specify  the  basis  grade  of  the  cotton  involved, 
which  shall  be  one  of  the  10  grades  for  which  standards  are  estab- 
lished by  the  Secretary  of  Agriculture;  middling  shall  be  deemed  the 
basis  grade  if  no  other  grade  be  specified  in  the  contract; 

All  cotton  dealt  with  shall  be  of  or  within  the  grades  specified 
by  the  Secretary  of  Agriculture; 

Cotton  delivered  on  such  contracts  above  or  below  the  basis 
grade  must  be  settled  for  at  actual  commercial  differences  above  or 
below  the  contract  price  for  the  basis  grade; 

No  cotton  shall  be  delivered  that  is  below  low  middling  or  that  is 
reduced  below  the  value  of  low  middling  because  of  defects,  etc., 
and  is  of  less  than  seven-eighths  of  an  inch  in  length  of  staple; 

Tenders  on  contracts  must  be  the  full  number  of  bales  involved  or 
the  equivalent  weight  thereof,  and  the  person  making  the  tender 
shall  give  written  notice  five  business  days  before  delivery  to  the 
receiver,  and  in  advance  of  final  settlement  must  furnish  the  receiver 
a  written  notice  or  certificate  stating  the  grade  of  each  individual 
bale  and  by  means  of  numbers  identifying  each  bale  with  its  grade; 

All  cotton  delivered  must  be  classed  in  accordance  with  the  classifi- 
cation, made  under  the  regulations  of  the  Secretary  of  Agriculture, 
by  officers  of  the  Government  designated  by  the  Secretary  for  that 
purpose. 

Under  the  authority  vested  in  it  the  Department  of  Agriculture 
has  standardized  spinnable  cotton  tenderable  on  contracts  into  10 
grades,  and  subject  to  the  above  regulations  cotton  tendered  on 
future  delivery  contracts  is  inspected  and  classed  by  Government 
officials  who  issue  certificates  therefor;  in  other  words,  under  the  law 
the  Government  becomes  a  party  to  the  final  settlement  of  the  con- 
tracts, insuring  the  honesty,  correctness,  and  uniformity  of  such 
deliveries. 

The  author  of  S.  3146  says  frankly  that  both  the  old  custom,  under 
which  future  trading  in  cotton  was  developed,  and  the  present ' 
statute  "have  always  been  wrong,"  and  in  lieu  of  the  present  law 
and  the  regulations  promulgated  thereunder  by  the  Secretary  of 
Agriculture  he  would  divide  9  grades  into  3  classes,  to  wit,  A,  B,  and 
C,  with  3  grades  in  each  class,  and  make  the  middle  class  the  basis, 
with  a  discount  for  a  grade  below  and  a  premium  for  a  grade  above. 
He  can  see  no  objection  whatever  to  this  proposition  which  limits  the 
tender  of  the  seller  from  10  grades  to  3  in  a  given  contract;  he  would 
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require  the  specific  grade  to  be  specified  at  the  time  the  contract  is 
made;  and,  finally,  he  would  allow  the  purchaser  and  the  seller  of  a 
contract  to  each  select  half  of  the  quantity;  but  in  order  to  avert  the 
possibility  of  a  corner,  either  up  or  down,  let  them  divide  each  half 
equally  in  two  or  even  three  grades. 

As  has  been  stated,  with  the  exception  of  the  author,  not  a  soli- 
tary advocate  of  this  plan  appeared  to  urge  its  substitution  for  the 
existing  law.  It  was  pointed  out,  however,  that  the  present  law 
permits  the  trading  in  specific  grade  contracts  under  section  10, 
although  such  contracts  are  never  made  across  the  future  ring, 
and  such  contracts  are  stronger  than  those  provided  for  in  S.  3146. 

With  the  exception  of  the  author,  every  witness  heard  orally, 
and  every  communication  received  by  mail  from  representative 
cotton  interests  condemned  that  feature  of  S.  3146  which  would 
reduce  the  number  of  grades  allowed  in  the  future  contract  from 
10  to  3.  The  spot  merchants  who  deal  directly  with  the  growers 
pointed  out  that  their  purchases  necessarily  covered  a  wide  range, 
embracing  some  twenty  or  more  grades  known  to  the  spot  trade,  and 
if  they  were  compelled  under  this  bill,  when  selling  futures,  to  insure 
these  purchases,  to  be  limited  in  those  future  contracts  to  only  2  or  3 
grades,  then  the  future  contract  used  as  a  legitimate  hedge  or  insur- 
ance would  cease  to  function. 

But  by  far  the  more  vigorous  attack  upon  the  proposition  to 
reduce  the  number  of  grades  and  revise  the  form  of  contract  came 
from  representatives  of  the  United  States  Department  of  Agricul- 
ture. 

It  was  pointed  out  that  the  present  law  calls  for  one  form  of  con- 
tract which  is  the  basis  of  all  transactions  and  provides  a  continuous 
market  that  the  spot  cotton  trade  argues  from.  It  was  problem- 
atical if  the  volume  of  business  could  be  reduced  and  still  provide  a 
continuous  market,  yet  the  bill  under  consideration  proposed  to 
divide  the  present  form  of  contract  up  into  three.  If  this  were  done, 
then  the  volume  of  business  would  be  cut  into  fractions  of  its  present 
size,  or  there  would  be  a  tremenduos  increase  in  business  to  provide 
the  same  volume  of  business  in  any  one  of  these  three  forms  of 
contract.  The  opinion  of  the  departmental  spokesman  was  that  the 
trade  would  not  adopt  three  forms  of  contract;  and  the  fact  was 
stressed  that  the  adoption  of  any  form  of  contract  which  would 
reduce  the  number  of  tenderable  grades  would  vastly  increase  the 
number  of  bales  annually  left  on  the  hands  of  the  "  aggregate  pro- 
ducer." As  an  illustration  of  the  awful  menace  threatening  the 
smaller  farmer  which  is  involved  in  any  plan  which  would  reduce  the 
number  of  grades  tenderable  upon  future  contracts,  the  department 
pointed  out  that  in  the  comparatively  recent  past,  when  the  Senate 
called  upon  the  Census  Bureau  for  figures  showing  the  quantity  of 
spinable  cotton  on  hand,  it  was  shown  that  there  was  in  storage  in 
the  warehouses  of  the  country  cotton  that  was  nn  tenderable  on 
future  contracts  to  the  extent  of  24  per  cent  of  the  total. 

The  same  unanimity  of  adverse  opinion  was  expressed  by  all 
branches  of  the  cotton  trade  upon  the  third  and  remaining  feature  of 
the  bill,  which  provides  that  the  purchaser  and  Hie  seller  of  a  contract 
each  select  half  of  the  quantity  involved  in  the  contract.  The  effect 
of  this  arrangement,  it  was  contended,  would  be  to  restrict  the  con- 
tract to  a  point  where  the  spot-cotton  merchant  could  not  make  use 
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of  it  in  connection  with  his  business,  and  trading  in  futures  as  a  hedge 
or  insurance  for  legitimate  business  transactions  would  be  auto- 
matically discontinued. 

As  disclosed  by  their  titles,  neither  S.  385  nor  S.  3146  were  intended 
to  suppress  the  two  exchanges  in  this  country  where  future  contracts 
in  cotton  are  dealt  in,  irrespective  of  what  their  ultimate  effect  upon 
the  trade  might  be.  But  in  view  of  the  very  general  interest  that  has 
recently  been  manifested  in  the  subject  of  future  trading  in  agri- 
cultural products,  and  because  of  the  attention  that  has  been  be- 
stowed upon  certain  phases  of  the  question  by  the  judicial  as  well  as 
the  legislative  branch  of  the  Government,  the  committee  decided  to 
conduct  a  broad  and  comprehensive  inquiry  in  the  operation  of  the 
cotton  futures  act  as  amended. 

It  is  believed  that  the  hearings,  embracing  a  volume  of  175  pages, 
will  prove  a  valuable  and  timely  contribution  to  the  information  on 
a  subject  that  promises  to  engage  the  attention  of  Congress  for  some 
time  to  come. 

The  witnesses  from  the  various  cotton  States,  and  who  were  very 
largely  engaged  in  the  spot-cotton  business,  are  recognized  throughout 
the  trade  as  qualified  to  speak  for  the  interests  they  represented. 

The  communications  from  the  New  Orleans  Cotton  Exchange, 
dealing  with  the  other  phase  of  the  cotton  trade,  are  from  officials  of 
that  institution  whose  long  and  distinguished  service  in  the  cause  of 
future  trading  have  made  their  names  household  words  throughout 
the  civilized  world  wherever  cotton  future  contracts  are  traded  in. 

The  committee  has  also  deemed  it  advisable  to  include  in  the  hear- 
ings, for  the  convenience  of  those  who  wish  to  study  this  question,  a 
summary  of  the  exhaustive  discussion  of  the  Comer  amendment  to 
the  cotton  futures  act,  on  the  floor  of  the  Senate,  Friday,  April  30, 
1920,  by  Senator  Joseph  E.  Ransdell,  of  Louisiana,  together  with  the 
speech  of  Hon.  Edward  D.  White,  of  Louisiana  (subsequently  Chief 
Justice  of  the  Supreme  Court  of  the  United  States),  in  the  Senate  of 
the  United  States,  Thursday,  July  21,  and  Friday,  July  22,  1892. 


[S.  385,  Sixty-seventh  Congress,  first  session.    By  Senator  Dial.] 
A  BILL  To  amend  section  5  of  the  United  States  cotton  futures  act,  approved  August  11, 1916,  as  amended. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled,  That  section  5  of  the  United  States  cotton  futures  act,  approved 
August  11,  1916,  as  amended,  be,  and  the  same  hereby  is,  amended  as  follows: 

In  the  fourth  subdivision  of  section  5  of  said  act  insert  "(a)"  after  "fourth,"  and 
before  "provide,"  and  add  at  the  end  of  such  fourth  subdivision: 

"  (b)  Provide  that  unless  cotton  in  the  basis  grade  be  tendered  in  settlement  of 
such  contract,  the  buyer  shall  have  the  right  to  demand  that  one-half  of  the  amount 
deliverable  under  the  contract  shall  be  delivered  in  equal  quantity  in  two  grades, 
to  be  specified  by  him,  and  that  the  seller  shall  have  the  right  to  tender  one-half  of 
the  amount  deliverable  under  the  contract  in  equal  quantity  in  two  grades  to  be 
specified  by  such  seller." 

The  foregoing  amendments  shall  be  effective  on  and  after  the  thirtieth  day  after 
the  approval  of  this  amendatory  act,  but  nothing  herein  shall  be  construed  as  appli- 
cable to  contracts  entered  into  prior  to  the  effective  date  of  this  amendatory  act,  or 
to  affect  rights  acquired  or  powers  exercised  thereunder. 


TO  AMEND  SECTION  5  OF  COTTON   FUTURES   ACT.  5 

[S.  31-16,  Sixty-seventh  Congress,  second  session.    By  Senator  Dial. 
A  BILL  To  amend  section  5  of  the  United  States  cotton  futures  act. 

Be  it  enacted  by  the  Senate  and  House  of  Representatives  of  the  United  States  of  America 
in  Congress  assembled,  That  the  second  subdivision  of  section  5  of  the  United  States 
cotton  futures  act,  approved  August  11,  1916,  as  amended,  is  amended  to  read  as 
follows: 

"  Second,  (a)  Specify  as  the  class  of  the  contract  one  of  the  following  classes: 

"  Class  A,  which  shall  include  only  middling  fair,  strict  good  middling,  good  mid- 
dling, and  strict  middling  grades; 

"Class  B,  which  shall  include  only  strict  middling,  middling,  strict  low  middling, 
and  good  middling  yellow  tinged  grades; 

"Class  C,  which  shall  include  only- strict  low  middling,  low  middling,  strict  mid- 
dling yellow  tinged,  and  good  middling  yellow  stained  .grades. 

"(b)  Specify  the  basis  grade  for  the  cotton  involved  in  the  contract,  which  shall 
be  one  of  the  grades  for  which  standards  are  established  by  the  Secretary  of  Agricul- 
ture, and  which  shall  be  one  of  the  grades  included  within  a  class  in  paragraph  (a)  of 
this  subdivision;  the  price  per  pound  at  which  the  cotton  of  such  basis  grade  is  con- 
tracted to  be  bought  or  sold;  the  date  when  the  purchase  or  sale  was  made;  and  the 
month  or  months  in  which  the  contract  is  to  be  fulfilled  or  settled. 

"(c)  If  no  other  class  is  specified  in  the  contract,  or  in  the  memorandum  evidencing 
the  same,  the  contract  shall  be  deemed  a  class  B  contract. 

"(d)  If  no  other  basis  grade  be  specified  in  the  contract,  or  in  the  memorandum 
evidencing  the  same,  good  middling  shall  be  deemed  the  basis  grade  incorporated 
into  a  class  A  contract,  middling  shall  be  deemed  the  basis  grade  incorporated  into  a 
class  B  contract,  and  low  middling  shall  be  deemed  the  basis  grade  incorporated  into 
a  class  C  contract." 

Sec.  2.  That  the  third  subdivision  of  section  5  of  such  act  is  amended  to  read  as 
follows: 

"Third.  Provide  that  the  cotton  dealt  with  therein  or  delivered  thereunder  shall 
be  of  or  within  the  grades  for  which  standards  are  established  by  the  Secretary  of 
Agriculture,  and  of  or  within  the  grades  included  within  the  class  so  specified  or  incor- 
porated as  the  class  of  the  contract,  and  that  cotton  of  any  other  grade  or  grades  shall  not 
be  dealt  with  therein  nor  delivered  thereunder." 

Sec.  3.  That  the  fifth  subdivision  of  section  5  of  such  act,  as  amended,  is  amended 
to  read  as  follows: 

"Fifth.  Provide  that  cotton  that,  because  of  the  presence  of  extraneous  matter  of  any 
character,  or  irregularities  or  defects,  is  reduced  in  value  below  that  of  strict  middling 
in  the  case  of  a  class  A  contract,  strict  low  middling  in  the  case  of  a  class  B  contract, 
or  low  middling  in  the  case  of  a  class  C  contract,  the  grades  mentioned  being  of  the 
official  cotton  standards  of  the  United  States,  or  cotton  that  is  less  than  seven-eighths  of 
an  inch  in  length  of  staple,  or  cotton  of  perished  staple  or  of  immature  staple,  or  cotton 
that  is  'gin  cut'  or  reginned,  or  cotton  that  is  'repacked'  or  '  false  packed'  or  '  mixed 
packed'  or  'water  packed,'  shall  not  be  delivered  on,  under,  or  in  settlement  of  such 
contract." 

Sec.  4.  That  the  second  paragraph  of  the  seventh  subdivision  of  section  5  of  such 
act,  as  amended,  is  amended  to  read  as  follows: 

"The  provisions  of  the  third,  fourth,  fifth,  sixth,  and  seventh  subdivisions  of  this 
section  shall  be  deemed  fully  incorporated  into  any  such  contract  if  there  be  written 
or  printed  thereon,  or  on  the  memorandum  evidencing  the  same,  at  or  prior  to  the 
time  the  same  is  signed,  the  phrase  'subject  to  United  States  cotton  futures  act,  sec- 
tion 5,  class  A,'  if  the  contract  is  a  class  A  contract,  or  the  phrase  'subject  to  United 
States  cotton  futures  act,  section  5,  class  B,'  if  the  contract  is  a  class  B  contract,  or 
the  phrase  'subject  to  United  States  cotton  futures  act,  section  5,  Class  C,'  if  the  con- 
tract is  a  class  C  contract." 

Sec  5.  That  the  provisions  of  this  act  shall  be  effective  on  and  after  the  thirtieth 
day  after  its  passage,  but  such  provisions  shall  not  be  construed  as  applicable  to  nor 
as  affecting  any  right,  power,  privilege,  or  immunity  under  any  contract  entered  into 
prior  to  such  day. 
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